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EXECUTIVE SUMMARY

Objective. The objective of this study was to observe and analyze seed cotton marketing and the
government policies affecting it, and especiadly the participation of the private sector, during the
1999/2000 season.  This work is part of the MVE Unit's program to assess the impact of policy
reformsin the key cotton subsector, which was targeted by APRP reformsin Tranches|I-111.

Background. The tota land planted to cotton in summer 1999 decreased 18 percent from the
previous season and was a the lowest leve in the twentieth century. Plantings of EL Sdeclined by 60
percent from last season, mainly as aresult of the redrawing of the varietd map by MALR officidsto
reduce the huge carryover stocks of Giza 70. The 1999 cotton crop produced higher yields than in
1998, andingenerd, the lint was of consderably better qudity intermsof ginning outturn, maturity and
micronaire.

Growers had severa optionsthis year, but the options varied by variety. Farmers sold 68 percent of
their cotton crop at PBDAC ringsand 27 percent at local cooperative societies, and 5 percent wassold
directly to private traders or brokers. The private sector shied away from ELS varieties, but
purchased more than haf of the cotton produced in Upper Egypt. Of the seed cotton delivered to the
PBDAC rings, 55 percent was purchased by the six public trading companies, 6 percent by the three
public ginning companies, 6 percent by domestic spinners, 7 percent by EMEPAC, and 26 percent by
the private trading companies.

General findings. Somevery positiveresults of liberdizationand privatization in the Egyptian cotton
market were noted this season:

? The private sector’s share of the seed cotton delivered to the gins increased from 28 percent
last season to 43 percent this season.

? Cooperatives share of farmers sales increased from 16 percent last season to 27 percent.

? Four spinners entered the seed cotton market. This was the first season since liberdization
began that spinners have purchased seed cotton; normally they bought lint.

? Severa new private sector trading firms entered the market this season and were alocated
PBDAC sdesrings.

? A total of 36 firmsand a few individuds ddlivered cotton to officid gins this season. Of this
total, 23 were private companies.

? Concentration within the private sector was less than last season due partialy to the increase
in the number of private traders.

? A dgnificant amount of discounting from the fixed ginning charges was reported this season,
indicating more competition in thet indudtry.

? Private traders provided over haf of thelint cotton used by domestic spinnersin the 1999/2000
season.  This indicates more competitive buying by spinnersof dl types, including public, joint
investment, privatized and private spinning companies.



However, severd negative findings aso appeared:

?

The number of samdl private traders and brokerswho bought directly from farmersdeclined this
season due to the rules of the deficiency payments program.

Growers had fewer buy offers from private traders this season than in recent seasons.

Very little price competition existed in the seed cotton market this season. Most sadles were
very closeto the officid table prices.

A disproportionate share of the PBDAC sdes rings were reserved for public firms.

Cotton exports started dower than last season, but export sales picked up in the February-

May period after discounts were offered for prompt shipment and once export prices and
minimum alowable grades were lowered.

The private sector share of exports declined from 25 percent last seasonto only 17 percent this
season, and the number of private firms exporting lint declined from 11 last season to 8 this
Season.

Specific findings. Among the detailed findings of the study are the following:

A mixture of freedom and control. The Egyptian seed cotton market isamixture of market freedom
and government control. Farmers are free to sdl their cotton to whomever they may receive offers
from, and privatetraders may tradefredy, but severa GOE regulations and actions had adverse effects
on market freedom. These actions include the following:

?

The dlocation of the PBDAC rings occurred before the export prices were announced. This
action required traders to make decisions on buying seed cotton before prices were known,
and as aresult some buyers stayed out of the market.

Most of the PBDAC sdles rings (70 %) were held for public companies, making it more
difficult for private firms to obtain seed cotton. A committeg, led by the Cotton and
Internationa Trade Holding Company, alocated rings with no competitive bidding. Large
traders were able to compensate for limited access to sales rings by buying large volumes of
seed cotton from cooperatives.

Neither was there any comptitive bidding for seed cotton within the PBDAC sdesrings. A
firmthat was all ocated asalesring wasthe only buyer at that ring and was required to purchase
al of the seed cotton delivered at that ring at the officid prices.

The GOE announced that seed cotton priceswould be the same asthe previous season, before
export prices were set by ALCOTEXA. The export prices announced were considerably
lower than the previous season. Hence, the resulting marketing margins were so smdl asto
guarantee lossesto traders. The GOE then announced a deficiency payment scheme, which
brought the private sector back to the market.

At the start of the season, traders were told that deficiency payments would be made if
purchases were made at salesrings. This discouraged and decreased trade directly with



farmers, epecidly by smdl traders. In February 2000 the GOE reversed this decison and
announced that deficiency payments were available on al documented sdes.

? The Government banned exports of three LS varieties early in the trading season, after
commitments of these varieties had reached one million kentars. Thisaction represents severe
interference in market activities and tells foreign buyers that the Egyptian cotton market is
controlled by the Government. This ban waslifted in May 2000, though there waslittle LS I eft
to export a that point (once domestic spinners satisfied their requirements).

? Prices of seed cotton weretightly tied to export pricesfor lint cotton, with rigid price premiums
between grades asin prior years. These fixed price differentids between grades prevent the
market (in the form of traders, ginners, and spinners) from properly rewarding growers for
cleaner and higher-qudity cotton.

These GOE policy decisons had mixed impacts on the participation of the private sector. The
establishment of the deficiency payment scheme kept the private sector in the market, particularly those
larger traders who bought at sales rings and the most of the seed cotton assembled by cooperatives.
On the other hand, the requirement for documentation of salesto receive deficiency payments limited
the volume of direct purchases from growers, particularly through smaler traders.

Control through PBDAC Sales Rings. PBDAC ringsweredlocated to 13 public firmsand 14 private
firms. Four domestic, publicly owned spinnersrequested and received PBDAC ringsthisseason. This
isthe first season Snce market liberdization began that spinning companies have bought seed cotton.
This is a welcome development that could lead to a diminished role over time for the public sector
cotton trading companies.

The competition for PBDAC rings was very keen this season because of the smdl crop. More rings
were requested than were available. Private traders were alocated rings trading the varieties they
preferred, but not the number of rings requested, as 70 percent of the rings were reserved for public
sector firms. Thispolicy held down private sector participation; the private sector wasclearly prepared
to buy a much larger proportion of the crop than it bought this season (43 %). The criteria for
dlocation of the PBDAC rings seem unclear. No rules are provided for cases where the demand for
rings exceeds the supply.  Allocation this season may have favored those firms that had the larger
volumesin prior seasons.

Increase in cooperative activities. Cooperatives gained market share this season. This gain was
largely dueto thefact that private firms received fewer PBDAC ringsthan they desired, so they turned
to the cooperatives to obtain cotton. The agrarian reform cooperatives increased their sales from
490,000 kentars last season to 620,750 kentars this season.  The land reclamation cooperatives
increased their volume by 15 percent, reaching 184,000 kentarsthisseason.  The multi-purpose credit
cooperatives reentered the cotton markets this season for the first time since 1995-96 with trades of
256,200 kentars. Overall, the cooperatives increased their market share from16 percent last season
to 27 percent this season.
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Cooperatives sold 65 percent of the cotton they collected to sevenprivatefirmsand therest tothesix
public trading companies. Many farmersindicated a preference to deal with their cooperative rather
than with PBDAC because of quicker payment and because of PBDAC's deductions for production
loans. Further gains in market share by cooperatives are expected in future seasons. Since
cooperatives negotiate sales contracts at the nationd level, they prefer to ded with the large private
traders. Hence, increased cooperative activity in the future could lead to greater concentration in the
private sector, a development that may reduce competition and lead to a decline in the number of
private firms.

Privateshareincreases, but small traderslimited. Privatetradersweretold that deficiency payments
would be paid only if sdes documents could be presented showing the variety, grade, weight, ginning
outturn and prices paid. Thus, many private traders who dedl directly with growers stayed out of the
market thisseason.  About five percent of the seed cotton was sold to private traders even though they
paid pricesthat were dightly lower than at the PBDAC rings or cooperatives. Farmers sold to private
traders primarily because of the quick payments received, or to temporarily delay payments on loans,
or because the private trader transported the seed cotton to the gin. Farmers who trade with private
traders do so willingly and plan to continue to do so in the future. The vast mgority of the sample
farmers (95 %) fed that it is good to have private traders in the market, because they fed that more
competition will increase the prices they receive.

There are large numbers of unregistered cotton traders in the country who operate quite openly with
no interference from the GOE. However, fewer private traders operated this season due to the
deficiency payment scheme, and because of alack of cepitd. Village-level traders and brokers sl
seed cotton mostly to the larger private trading companies, but some sold cotton to spinners, to the
dawaliib, and someto public trading and ginning companies. Thisgroup of traders apparently bought
al grades of cotton. Only one private sesring (in Fayoum) operated this season.

Most of the smdler privatetraderswerelimited by ashortage of working capital. A group of 64 small
private traders reported that they would have expanded their purchases this season from an average
of 1,800 kentars to 3,400 kentars if they had had additiond capital. Banks provided no financia
assistanceto sample private tradersthis season. Another problem for locdl tradersisthat they were not
well informed about cotton prices. Almost two-thirds of them thought internationd pricesthis season
werethesameaslast season. Thesetradersrely ontheofficid pricetablesinther trading. Sincethese
prices were the same this season as last season, these traders had reason to think that internationa
prices had not changed.

Practicdly dl private traders, both small and large, are only part-time cotton traders. This is partly
because cotton trading is a seasond activity. It is aso due to the uncertainty and variability of GOE
policies and regulations, which discourage some traders from trading cotton during some seasons, such
as in the 1999-2000 season.

Only four private trading companies purchased EL S cotton this season. The private trade purchased

only 26 percent of the ELS and 43 percent of the LS grown in the Delta but 57 percent of the cotton
grown in Upper Egypt. This strategy targeted sdes to domestic spinners, to whom private firms sold
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the bulk (68 % as of 8 April 2000) of their cotton thisseason. Noneof thiswas EL S cotton. Domestic
spinners use very little EL S cotton because of its high cost and because few of them are capable of
pinning high-qudity or high-count yarns.

Private traders found selling lint cotton to domestic spinners to be more profitable than exports in
1999/2000. They sold to spinners who generaly paid cash, lowering their storage costs and the cost
of tying up capitd in socks of lint cotton. The reduced domestic marketing margin, administratively
determined for exported lint, as well as lower fobbing cogts, reduced the profitability of exportsin
1999/2000 relative to 1998/99, and private sector exports consequently fell.

Of the seed cotton delivered to gins, 43 percent was owned by private companies and 57 percent by
public companies. Private sector trading companies purchased 50 percent of their seed cotton at
PBDAC rings, 39 percent through cooperatives, and 11 percent directly from growers through loca
traders and brokers. Public firms purchased 55 percent of the seed cotton this season, with only 13
percent of this from cooperatives and the rest from PBDAC rings. Seed cotton purchases by public
ginning companies declined considerably this season. Public firmswere required to buy only at officia
markets to qudify for deficiency payments.

Private share of exports declines. The private trade lost market sharein lint exportsthisyear. By
May 1, 2000 eight private firms had exported 17 percent of the total versus 25 percent exported by
11 private firms last season. Totd export commitments were initidly below the pace of the 1998/99
season, due to inflexibility in pricing and overpricing by ALCOTEXA. Asaresult, private firms saw
the domestic market as a better opportunity for profit. The private share of the complete marketing
year' s exportsis likely to decline from 17 percent as carryover stocks continue to be exported by only
public companies.
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1. INTRODUCTION

In October 1986 the GOE embarked on a program of economic reform and liberaization in cotton
production and marketing. Over the past 13 years, USAID has worked closdly with the GOE to
liberdize cotton production and marketing. Considerable progress has been made, however the
improvements have been incrementd, with new and different policies each year, which do not dways
advance the reform agenda, and with varying impacts on the market. The MVE unit of APRP is
responsible for monitoring, documenting and assessing the impact of the palicy reforms of the APRP.
This report is a part of this effort. The main objective of this study is to observe and document the
participation of the private sector in the seed cotton market during the 1999-2000 season. Thisstudy
will focus on seed cotton marketing with less emphasis on lint cotton distribution and exports, and will
add to the body of knowledge gained from smilar studies conducted in prior years. An assessment will
be made as to the progress being made in Egypt toward liberaization and privatization of cotton
marketing.

The marketing rulesfor this season, asoutlined in officid decrees and announcements, will bereviewed
and examined (Chapter 2). Comparisons of these regulations will be made to previous years.

Farmers seed cotton marketing practices during the 1999-2000 season will be examined in Chapter
3. A survey of producers was conducted to determine their marketing practices, the problems
encountered, prices received by farmers with the various marketing options, and their preferencesin
marketing with particular emphasis on farmers interest and acceptance of cotton trading by private
traders.

The various marketing indtitutions and participantswill be examined. Thefirst round of trading of seed
cottonwill include alook at the role and market share of the various market participants. The PBDAC
sdesrings are examined in Chapter 4, the cooperatives expanding role is discussed in Chapter 5, and
the activities of private traders are reviewed in Chapter 6.

The activities of the public sector in trading cotton are examined in Chapter 7 and the activities and
market share of the various ginning companiesare reviewed in Chapter 8, with comparisonsto previous
years. A summary of seed cotton trading is presented in Chapter 9.

Thisreport isfocused on seed cotton markets but we give a cursory look at activitiesin the domestic
lint market in Chapter 10, the export markets in Chapter 11 and imports of lint cotton in Chapter 12.
Some aspects of the financing of the cotton markets are examined in Chapter 13.



2. GOVERNMENT POLICIESAND PRICING

21  Hisory of Liberalization

Cotton production and marketing in Egypt were under the complete control of the GOE fromthe early
1960's until the GOE pricing policieswere changed in 1989 to givefarmersalarger share of the export
prices (6, page 21). Seed cotton priceswere gradually increased between 1989 and 1993. By 1994-
95 farmers were receiving 90-94 percent of the export prices.

Private traders were permitted to trade seed cotton in the 1994-95 season and to export cotton in
1995-96. From that period to the present time the market has experienced mgor swings in private
sector participation as a result of widdy differing government pricing policies and changes and
uncertainties in GOE marketing rules (13).

Although thefocus of this study ison the seed cotton markets, lint cotton markets are touched on briefly
gnce the two markets are interrdated. These prices and policies were far from being market
determined in the 1999-2000 season. The 1999-2000 season continued as one of the incremental
steps lacking complete market freedom but permitting limited participation of the private sector.

2.2 The 1999-2000 Season Poalicies
2.2.1 Seed Cotton Prices

It was quite obvious during the 1999-2000 season that severd minigtrieswithin the GOE played arole
in determining cotton prices and policies. It was aso obvious that the sequence of policy decisons
made during this season was sgnificant and particularly affected private traders. Thefirst mgor policy
announcement dealt with seed cotton prices. During the summer of 1999 the officids in the MALR
announced that farmers would receive the same prices for seed cotton as they had recelved the
previous season. However, when the price tables were released it was learned that the seed cotton
price of dl varieties had stayed the same except Giza 70, which had been reduced by 8 percent (See
Table2.1).* The officia seed cotton price tables indicate the premiums paid by grade and by ginning
outturn. Asin 1998-99, the differential for grade was set at LE 6/Kt for each 1/8™ grade difference
for al varieties (at G.O. = 100 %) and throughout the entire range of grades.

2.2.2 Marketing Decree

In early August 1999 Joint Minigteria Decree No. 1014 was issued (Annex I1) which specified the
marketing proceduresfor the upcoming season. Thefact that such a decreeisissued demonstrates
that the market isnot completely free. Thisdecree, which istraditiondly issued by the Minister of
Agriculture, was Smilar but not identica to decrees issued in each of the past severa years. This

! Differencesin prices between 1998-99 and 1999-00 in Table 2.1 are due entirely to differencesin the season
average ginning outturns (see Table 8.1) except for Giza-70.
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decree dlearly stated that farmers should receive internationd pricesfor their cotton based on the export
prices announced by ALCOTEXA but that the government would bear no financid burden for the
cotton crop. This decree stated that farmers could market their cotton through either public or private
buyers. We will see below that the seed cotton prices paid to farmers were not completely based on
export prices.

Table 2-1: Procurement and Floor Pricesof Major Varieties of Seed Cotton, 1993-94
through 1998-99

L E/seed kentar)
Season G-45 | G-70 | G-77 | G-76 | G-86 | G-8 | G-89 | G-80 | G-83
1993-94 361 323 390 NG NG NG 274

1994-95 500 375 351 376 NG NG NG 323 316
1995-96 600 566 550 585 500 NG NG 425 425
1996-97 700 565 550 590 500 500 500 440 440
1997-98 700 955 550 590 500 500 500 440 440
1998-99 741 405 383 412 363 338 342 295 296

1999-00 776 397 NG NG 363 338 337 316 300
Source: 6, Tables3-1, 3-5, & 3-6. NG =not grown. Thegraderequired in 1996-97 was Good. Ginning outturn varies
with variety. Giza86 introduced in 1995. In 1997-98thegraderequiredto receivethe samefloor pricewasincreased
to Good/Fully Food. The pricesin 1998-99 and 1999-2000 are for the grade of Good +1/8 at the average ginning
outturn for the season as reported in Table 8.1. The preliminary reported average grade by CATGO for 1999-2000
was good + 1/8",

2.2.3 Allocation of PBDAC SalesRings

At the end of August the PBDAC sdes rings were distributed to the private and public trading
companies. This dlocation to public and private traders was conducted by the CIT-HC under the
supervisionof the Cotton Supervisory Committee. Thedlocation procedureswill be discussed bel ow.

2.2.4 Export prices

On 19 September 1999 the opening export prices for the 1999-2000 season were announced by
ALCOTEXA. This price setting board responded to sharply declining internationa prices by making
price cutsin most varieties from last season's prices, asshownin Table 2.2. Export pricesof the ELS
varieties were decreased by 12 to 16 cents/Ib. or about 13-14 percent. Pricesof LS varieties were
decreased by 3-6 centd/Ib. or 4-6 percent. The export price of Giza 45 was decreased by a much
larger amount. (See Chapter 11 for more details on export prices).

2.25 Deficiency Payments

When the export prices were announced it was clear that the seed cotton prices were not based on
export prices. The export prices for the 1999-2000 season had been reduced from last season, as
described above, but this large reduction in the export prices, with no decrease in the price of seed
cotton, reduced the marketing margins to such a point that trade of some varieties was unprofitable.



Table 2-2: Opening Export Prices of the Major Export Varieties, (Grade of Good /Fully

Good), 1990-91 through 1999-2000

(UScentgdlb.)
Season G-70 G-76 G-77 | G-86 G-85 G-89 | G-80 G-83
1990-91 237 260 232 NG NG NG NG NG
1991-92 160 168 155 NG NG NG NG NG
1992-93 129 138 121 NG NG NG NG NG
1993-94 107 114 97 NG NG NG 81 81
1994-95 107 112 102 NG a1 NG 87 87
1995-96 188 193 183 NG NE NG NE NE
1996-97 140 147 135 111 107 NG 103 103
1997-98 130 135 122 106 % %8 R R
1998-99 117 120 112 100 R A 83 86
1999-00 102 104 100 A 83 o1 82 82

Source: Egyptian prices from the Egyptian Cotton Gazette, No 113, October 1999.
NG = Not grown. NE = No exports

In prior years, asin 1996-97 and 1997-98, the GOE seed cotton price was implemented by smply
meking the public trading companies buy the seed cotton and sdll to the domestic spinners or to export
buyers and absorb the loss? The price situation in 1999-2000 prompted the GOE to announce a
systemof deficiency paymentsimmediately after the export prices were announced whereby the trader
would be paid a specified amount for each kentar of seed cotton that he purchased to offset the
reduced marketing margin. Without such a deficiency payment schemethe private sector would have
been completely locked out of the cotton trade for saverd varieties. So even the consideration of
such a scheme by the GOE indicates interest in keeping the private sector in the cotton
market. On the other hand, such a scheme may have minimized losses for the GOE. Keeping the
private sector in the market increased the prospects for exports and meant that perhaps the private
sector firms may have to hold part of any possible carryover stocks.

The deficiency payment was to 'bridge the gap' between the previoudy announced prices for seed
cotton and the announced export prices. Thecdculation of these payments can beillustrated asfollows
for two varieties, G-70 and G-89. These two varieties actualy illudrate the extremes in the rangein
the deficiency payments (except for Giza45).2 Thisillugtration isbased on onekentar of lint cotton with
agrade of Good/Fully Good and a ginning outturn of 115 percent.

2 Most of the debt of the public trading companiesis due to past GOE cotton pricing policies. In 1997-98 the
GOE tried adeficiency program but it failed because it required alarge deposit of private buyers for each PBDAC
salesring and the GOE failed to provide certainty of payment to private traders (3).

3 Very little attention will be givento Giza 45 in thisreport. Giza 45 ishigh quality cotton that has enjoyed a
niche market, primarily with Japanese spinners, that has dwindled badly in recent years. Exportswere 1,150 MT
in 1990-91 but dropped to 170 MT in 1998-99. Only 6,141 feddans were planted in 1999 but due to disappointing
exports again this season it will not be grown in 2000.



Calculation of deficiency payments:

Giza-70 Giza-89

Export price (centglb.) 102 91
Less fobhing alowance (cents/lb.) 10 10
Domestic spinners price (cents/lb.) 92 81
Domestic spinners price (LE/KT) 344.80 303.57
Less marketing dlowance 50.00 50.00
Domedtic price 294.80 253.57
Adjust for ginning out-turn (1.15) 337.89 290.48
Vaue of seed and scarto 56.88 56.88
Value of seed cotton (per kentar) 394.78 347.37
Price paid to the farmer 418.12 352.67
Deficiency payment (LE/KT) 23.34 5.30

In determining the deficiency payments the GOE made an dlowance for marketing expenses and the
vaue of by-products. The government alowed 10 cents/Ib. of lint for fobbing expenses (12 centslast
season) and alowed LE 50/Kt. for upcountry marketing costs (LE 55 last season.)* The estimated
vaue of the byproducts was set at LE 56.88 per seed kentar which was a considerable increase over
last season (about 33 %). Traders complained that the estimated costs of marketing and fobbing costs
were too low and the vaue placed on the byproducts (seed and scarto) wastoo high, and thusin their
opinionthe deficiency payments were much lessthan they should be. However, the traders voluntarily
proceeded to trade. Based on the above assumptions the GOE, through CATGO, issued a severa
page table of deficiency payments, which varied by variety, ginning outturn and grade (Table 2.3).

The variaionsin deficiency payments are rather complicated and hence difficult to comprehend. One
would expect that the deficiency payment would increase with anincrease in the value of the cotton due
to higher grade or ginning outturn. Thisisnot the case. Asthetable shows, the higher grades generdly
have lower deficiency payments and for some varieties the higher ginning outturns aso have lower
deficiency payments. Actudly, at very high grades of some varietiesthe deficiency payment would be
negative but it is unlikely that any cotton was given that high agrade.

The deficiency payment was designed to adjust for the differencein the marketing margin between seed
cottonand lint cotton with the lint cotton prices taken asthe export prices announced by ALCOTEXA
and with the same seed cotton prices as last season.  This means that after the adjustment for the
deficiency payment has been made, the seed cotton trader should have the same marketing margin
between seed cotton and lint cotton for al grades and ginning outturns for a given variety. The
government clamsthat the marketing marginswill then be the same aslast season, but tradersdisagree.

* Fobhing includes preparation for export of which the major items are farfarra, repressing CATGO grading and
transportation. Due to competition from the private gins the charge for repressing at the Egyptian Cotton
Pressing Co, has been reduced this season from LE 19.50/Kt to LE 13.50/Kt. areduction of about 1.5 cents/Ib. of
lint. Upcountry marketing costs includes ginning, CATGO grading, sacks, all GOE marketing fees, transportation,
finance charges, commissions, etc.



Table 2-3: Examples of Announced Deficiency Paymentsfor Selected Gradesand Ginning
Outturns of Seed Cotton, 1999-2000 Season

(LE/Kt.)
Ginning

Grade outturn G-45 G-70 | G-86 G-85 G-89 | G-80 G-83
Good + 1.10* 252.48 | 24.70 20.06 | 11.82 7.68 20.05 | 11.80
1/8
Good + 1.15 264.08 | 25.14 20.03 | 11.42 7.10 20.02 | 11.41
1/8
Good + 1.10 25098 | 23.80 | 19.16 | 10.92 6.78 19.15 10.90
1/4
Good + 1.15 26288 | 2454 | 1943 | 10.82 6.50 19.42 10.81
1/4
Good + 1.10 24948 | 2290 | 18.26 | 10.02 5.88 18.25 10.00
3/8
Good + 1.15 26168 | 2394 | 18.83 | 10.22 5.90 18.82 10.21
3/8

*The ginning outturns of Giza 45 are dways lower than the other varieties. The deficiency payments
given for G-45 arefor 1.00 and 1.05 instead of 1.10 and 1.15.

Thefirst step in caculaing the deficiency payment schedule isto estimate the deficiency payment for
100 percent ginning outturn and at abase grade. Apparently the base grade used for seed cotton was
Good +3/8™ and the base export grade appears to have been Good/Fully Good.® The maor
determinant of the deficiency payment was the change in the export price from last season. Thus, for
example, the export price of Giza 70 was decreased by 14 cents where as the price of Giza 86 was
decreased by only 8 cents and that of Giza 89 by only 5 cents.

With these announced prices the margin between seed cotton and lint cotton is not constant but differs
with each grade. Examination of the price tables shows that this season the export price of lint differs
by one cent/Ib. for each 1/16™ change in grade, or 2 cents for each 1/8" grade at al grade levels and
al varieties. On the other hand the prices of seed cotton are varied by LE 6/Kt for each 1/8" grade
for dl varigiesand a dl gradelevels. Thus, the margin between seed and lint cotton was much smaller
at the low grades than at the high grades in the 1999-2000 season prior to the adjustment of the
deficiency payment.

Two centg/lb. isthe equivadent of LE 7.5/kt. Hence, given that thelint price will increase 2 cents/lb. for
each 1/8th grade increase, then to keep the marketing margin the same at al grade levels, the seed
cotton price shouldincrease LE 7.5/kt. for each 1/8" gradeinstead of L E 6/kt. The deficiency payment
is used to make this adjustment. Thus at 100 percent ginning outturn the deficiency payment must be

® It appearsthat it is assumed that seed cotton with agrade of Good + 3/8ths will produce lint cotton with a
grade of Good/Fully Good (1/8" grade increase).



decreased by LE 1.50 for each 1/8" grade increase in grade above Good/Fully Good and increased
for each 1/8™ grade below thisgrade. This adjustment (LE 1.50/Kt.) isthe samefor dl varieties. On
the other hand, each increase of one percent in the ginning outturn will call for increasing the deficiency
payment by one percent. The interplay of these two variables, one going up and one going down,
makes a complicated table of deficiency payments. This complexity in calculation, and the
uncertainty of whether or when the payments would be made caused a great deal of
uncertainty for the private traders buying outside of the rings this season.

When the deficiency payment scheme was announced the GOE also announced that it had deposited
LE 200 million into the Stabilization Fund to fund this program.® The tota cost of this program is
estimated to be less than LE 65 M. (see Table 9.5)

On 9 February 2000 a group of cotton traders, public and private, met with the Deputy Finance
Miniger of MALR and discussed the procedures for payment of the deficiency payments. The
announcement was made that thefirst set of documents had been audited and the first paymentswould
be made as of the end of February.

On 9 February 2000 it was aso announced that deficiency paymentswould be made on purchases
made outside of the official sales rings (PBDAC and cooperatives) if documentation could be
presented showing CATGO grading with variety and grade, registered weight receipts and ginning
outturn test results, and that the officid price had been paid. Many private traders, especidly small
traders, had limited their trading, or did no trading during the season, because they had been told that
deficiency payments could be received only if the sdle was a an officid market (a PBDAC ring or a
cooperative).

Changing the rules of the game midway through the market season isill advised, andin this
casewas particularly unfair to and discriminated against the small privatetrader. Theprivate
trader could perhaps have operated a private ring and met al of the requirements for the deficiency
payments, and could then have offered a better price to the grower.

2.2.6 Ban on Exports

The small size of the cotton crop prompted the chairmen of two of the cotton holding companies
(SWRMC-HC and TMT-HC) to request the GOE to redtrict exports of lint in an attempt to save lint
for the domestic spinning companies. Thisban on exportsof thethreemgor export varieties, Giza- 85,
86 and 89, was announced on 27 October 1999.” Thisban limited total exportsof thesethreevarieties
to one million kentars, the amounts that dready been committed a that time. Thiswasanother case

& Actually, anewspaper article stating that the GOE was providing LE 200 million for the Cotton Stabilization
Fund appeared in the Al Ahram on 1 September 1999, well before the new export prices were announced. This
newspaper article acknowledged the decline in world cotton prices and reaffirmed that seed cotton priceswould
be the same as the previous year. So in fact the approval of fundsfor deficiency payments occurred first so that
the export prices could be reduced without causing adisruption of private trade in cotton this season.

7 See decree by Dr. Mohktar Khatab of 27 October 1999 in Annex 1.
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of changing of therulesin the middle of the season. Thisban on exports of these threevarieties
was lifted in May 2000.

These various GOE actionswill be dedt within more detall in thisreport aswe go step by step through
the market system. Thisbrief review dearly indicates the heavy hand of the government on the cotton
market. In the next chapter wewill follow the cotton from the farm through the various steps until we
reach the export markets or domestic spinners, examining the market shares of each category of trader
at each step and trying to determine the impacts of the GOE policies.

2.3  Palicy by Committee

Aswas suggested above, many of the GOE poalicies regarding cotton marketing are the product of and
are adminigtered by committees. The GOE has established afairly large number of committeesfor this
purpose. The mgor cotton committees are here listed.

The Cotton Supervisory Committee, chaired by His Excedlency, Dr. Hassan Khedr, has responsibility
for generdly overseeing the domestic markets®. This committee prepares the draft of the annual
ministeria decree, which establishesthe cotton marketing rules and regulations. Thisyear thisbecame
ministerial decree No. 1014 of 1999 of the MALR.

Two mgjor sub-committees under this committee are:

1- The Permanent Committee chaired by Dr. Mohamed M ohgahzy
This committee meetsweekly. It supervises the domestic marketing
including the dlocation and monitoring of the salesrings.

2- Technicd Committee, dso chared by Dr. Mohamed Mohgahzy
This committee dedls with cotton grading and quaity issues.

The Cotton Council, chaired by Dr. Ahmed El-Gohary, is respongble for advisng the Minister of
Agriculture on many matters regarding cotton research and policy and has the specific respongbility to
recommend the annua variety map, which requires the approva of the Minister of Agriculture.

A committee within the CIT-HC jointly with the Supervisory Committee mentioned above has the
respongbility to dlocate the PBDAC sdesrings.

Thereis currently a committee within the MALR, which is charged with conddering the possibility of
meaking deficiency payment to buyers of seed cotton outside of the officia rings. (direct from farmers).

The Minigter of Trade and Supply established the Lint Cotton Facilitating Committeein 1997-98. The
Chairman of CIT-HC chairsit. Its members include representatives of CATGO, the public trading
companies and the Minigter of Economics and International Foreign Trade. The purpose of this

8 Dr. Khedr was chairman of this committee when he was Chairman of PBDAC
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committeeisto facilitate the dlocation and sale of lint cotton to private companies as needed for export
and to domestic spinning mills. This cotton was purchased as seed cotton by the public companies.
In 1997-98, floor prices on seed cotton were announced that were too high to permit any private
company to purchase seed cotton for export purposes. However, the private traders were permitted
to buy lint cotton from the public trading companiesto fill export contracts and this committee had the
regpongbility of accounting for the lint cotton. But trading of lint cotton to fill export contracts occurs
every year, and thus this committee has continued to function.

ALCOTEXA, (The Alexandria Cotton Exporters Association) wasfounded in 1932 and origindly was
entirely controlled by the private sector. This organization was re-established in 1994 as a price
determining body with a membership of only the sx public trading companies. As privatization has
expanded the membership has gradudly grown to its present size of 23 firms. The policy decisons of
the group are officidly made by aManagement Committee which conssts of 12 cotton exporters and
three members gppointed by the government. These three gppointed members are non-voting on most
policy decisons. Currently the 12 voting members condgst of sx from the public sector and six from
the private sector. The private sector members who sit on the Management committee are largely
former chairmen of holding companies and public trading companies.

Offiddly, ALCOTEXA announces the lint export prices at the start of each marketing season in
September, after Sudy of the internationa cotton Stuation. ALCOTEXA has the authority to adjust
the export prices each week but higtoricaly it has made few price adjustments during the season. In
most seasons there have been no price adjustments for the entire season but in recent years some smdll
adjustments have been made. The addition of privatefirmsto ALCOTEXA membership hasresulted
in very little change in the philosophy of the organization in terms of price flexibility. Most private
membersallegethat the real decisionson prices have been made by the GOE. On the other hand, after
private firms have bought seed cotton they do not want to see export prices decreased either. Thisis
largely agame of strategy between the public membersand the private members. ALCOTEXA rules
are largely unenforceable on private members. However, government auditing agencies enforce the
public companiesto abide by these prices, so the private firms don't want to see the public firmslower
their prices dthough they may do so themsdves.



3. MARKETING PRACTICESOF COTTON GROWERS

31 Production of Seed Cotton

Cotton production has been declining in Egypt in recent years (Tables 3.1 and 3.2). The areaplanted
has shown a downward trend from 1996 through 1999 at an average rate of 10 percent per year with
a decrease from 1998 to 1999 of 18.2 percent. This large decline in area planted in 1999 can be
attributed to the decline in profits from cotton production in 1998 which was the result of low prices
(see Table 1), low yields (see Table 3.1) and an increase in land rents. This decline occurred despite
the government's attempts to encourage farmers to grow cotton by subsidizes of some costs®

Table3-1: Area, Yidd and Production of Seed and Lint Cotton, 1990-99
(Year of Production)

Yield of seed
Area Seed cotton cotton Lint cotton Yield of lint
Y ear (Feddans) | (000 Kentar) (KT/FD.) (000 Kentar) | cotton(KT/FD.)
1990 993,047 5,169 5.21 5,919 5.96
1991 851,283 5,051 5.93 5,826 6.84
1992 840,296 6,006 7.15 7,147 8.51
1993 884,310 6,878 7.78 8,314 9.40
1994 721,443 4,329 6.00 5,005 7.06
1995 710,207 4,062 572 4,831 6.80
1996 920,911 5,700 6.13 6,914 7.51
1997 | 859,255 5,842 6.80 6,841 7.96
1998 788,812 3,986 5.05 4,594 5.82
1999 645,41 7* 3.921* 6.08* 4.* 1.

Sourcess MALR and ALCOTEXA
* Fina production estimates are based on fina ginning reports.

The areaof EL S cotton was severdly reduced this season. Thetotd areaplanted to EL Svarietiesthis
season was only about 40 percent of last season. The maor reason for the declinein ELS production
was aresult of redrawing of the varieta map, not adecision by farmersto cut production. Giza76 and
Giza 77 were diminated this season and the area of Giza 70 was drastically reduced. The MALR, on
preparing the varietal map for 1999, was a o consdering the dimination of Giza 70 but was persuaded
to continue Giza 70 at areduced level by RDI and CSPPanalysts. MALR officias pointed to thelarge
carry-over socks of Giza 70 from 1996, 1997 and 1998 as a reason for discontinuing production of
thisvariety. However, RDI and CSPP analysts argued that these carry-over stocks were aresult of
overpricing of Giza 70 by ALCOTEXA in the previous two seasons, not due to adeclinein demand.

® In 1999 the GOE paid 2/3rds of the pest control costs, about 40 % of the seed costs and paid all of the soil
preparation costsif the farmer planted his cotton in March.
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Brisk sdes of Giza 70, paticularly late in the 1999-2000 season, confirmed that the demand for this
variety by foreign spinnersis ill good, and is responsive to price changes.

Cotton yidds and lint qualities were much better in 1999 than in 1998. Sufficiently so thet totd lint
cotton production in 1999 was dightly higher thanin 1998. Note that the number of varieties grown
in 1999 was reduced from last season. The entire area planted of Giza 88 was dedicated to producing
seed for replanting and thus there were only seven commercid varieties in production in 1999.

3.2  ProducersMarketing Options, 1999-2000 season

In the 1999-2000 season most cotton growers had the freedom to sell their cotton at PBDAC sdes
rings, to private traders outsde of the rings or to cooperatives. Infour governorates (Gharbiya, Kafr
El Sheikh, Sharkia, and Minya) the credit cooperatives also traded cotton. Hence, the number of
marketing options available to a cotton grower depended upon the activities or presence of the
cooperativesin hisareaand on thevariety he had produced. Wewill seelater that privatetraderswere
highly sdlective in the varieties that they traded.

Some farmers dso traded cotton with neighbors. Those farmers who bought cotton from neighbor
farmers subsequently sold it a the PBDAC rings or to private traders. During this season, managers
of the PBDAC rings were ingtructed to require the heyaza®® card of those who cameto sdll cotton at
therings. Thisredtriction is meant to prevent private traders from buying seed cotton from farmers at
alow priceand resdlling it at the PBDAC rings a the officid price. However, any land holder hassuch
a card and hence any farmer could buy cotton from his neighbor and resdll a the PBDAC rings or
could market cotton on behalf of a private trader who does not have the heyaza card.

Farmers who sdll to neighbors generaly do so because they need cash immediatdy. Hencethey are
willing to take a smdl price pendty, or discount, in return for financid liquidity. Also, some farmers
finance their neighbors farming operations and then are repaid with cotton instead of cash. Thus, they
unwillingly become cotton traders.

Ashas happened in past years, someloca PBDAC banking officials and cooperative societies attempt
to deduct payments due on loans from the amount due the farmer for his cotton. Hence some farmers
preferred to sdll to aneighbor, or to any private trader, to delay payments on their production loans.

1% The heyaza card was an important means of control in the days when agricultural production was highly
controlled in Egypt. It was acard which indicated the area of each crop which that farmer was scheduled to
plant each year. It was used to control the purchase of subsidized inputs and is now used to prevent non-
farmers from bringing cotton to the salesrings. The fact that these cards are still required indicates the
absence of a completely free market.
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Table 3-2: Area of Cotton Planted by Variety, 1993-99
(Year of planting)

VARIETY 1993 1994 1995 1996 1997 1998 1999*

ELSVarieties

Giza45 13,161 6,308 5,848 2931 5,265 9,731 6,141

Giza 70 148,681 56,491 65320 | 102,705 119,931 159586 | 72,811

Giza 76 21,404 12,422 8,749 15,165 13,034 6,916 N.G.

Giza 77 80,771 14,270 22,169 39,19 34,485 26,259 N.G.

Giza 84 4,936 8,929 N.G . N.G. N.G . NG.| NG

Giza 87 N.G _ N.G _ N.G _ N.G.
N.G. 340 65

Giza 88 N.G _ N.G . NG. N.G _ 1,266
N.G. 73

Subtotal-ELS 268,953 98420 | 102,086 160,337 172,715 202630 | 80,218

LSVarieties

Giza75 399,617 454860 | 418986 378,009 198,226 N.G . N.G.

Giza 86 N.G _ 4,652 42,4838 120,435 249818 | 170553
N.G.

Giza 89 N.G _ N.G _ 9,718 63223 | 158,329
N.G. 775

Giza 85 6,626 18221 | 42833 146,634 156,342 98752 | 130,405

Subtotal-L S 406,243 473081 | 466471 | 567,906 | 484,721 411,793 | 459.287

MLS Varieties

Dandara 47476 22,689 2,838 N.G NG N.G . N.G.

Giza 8l 21,808 15,089 N.G _ N.G. NG |. NG. N.G.

Giza 80 122,199 96,028 | 111017 147,702 153976 70,000 49,091

Giza 83 17,420 15015 | 27,329 43818 47,649 104,230 56,732

Subtotal MLS 208,903 148821 | 141174 191520 201,625 174239 | 105823

Others 211 1121 476 1,148 194 150 89

Grand Total 884.310 721443 | 710207 920,911 859,255 783812 | 645417

Source:. MALR, Economic Affairs Sector. N.G. = Not grown * = Prdiminary

3.3  Marketing Survey of Cotton Producers

A survey of 102 cotton producers was conducted in November-December, 1999. The sample size
was purposaly kept small, because this survey was not intended to measure the market shares of the
various types of cotton traders. The quantity of cotton sold by farmers to various traders would be
reported by thetradersand included in reports of receiptsat the ginsand by CATGO. Thissurvey was
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conducted mainly to obtain information on farmer's reactions and opinions regarding the various types
of traders and regarding the market activities this year as compared to other years.

At the time the survey was planned, the deficiency payment scheme had been put into place (see
Chapter 2). It wasexpected that this scheme would discourage trading outsde of officid channelsand

hence the share of the crop that would be sold to private traders would be very smdl. Thus a
completely random sample of growerswithasmdl totd sampleszewould result inavery smal number

of farmerssdling to private traders. Wewanted alarger sample of farmerswho sold to privatetraders
and we therefore designed a sampling scheme that was not completely random.

Six individuds with univergity and graduate leved training who have had prior experience in fiddwork
of thistype performed dl of the survey enumeration.!* These enumerators wereinstructed to select at
least 10 farmersin their sample areathat produced the variety of cotton under sudy. These 10farmers
were to be sdected randomly from lists of farmersin the village cooperatives and in the same villages
where they had interviewed private traders. One restriction placed on this sample was that not more
than 3 farmers should be selected from any village. After the 10 farmers had beeninterviewed by each
enumerator, if lessthan 3 of these farmers had sold their cotton to private traders then the enumerator
wasto purposdly seek out other farmersin other nearby villageswho had sold cotton to private traders.
Thus we knew in advance that this survey would include agreater percentage of farmerswho had sold
to private traders then the average in the entire population.

The enumerators selected and interviewed 102 growersin 6 governorates. These 6 governorateswere
purpossfully selected to represent the six mgjor cotton varieties, (G-70, G-86, G-85, G-89, G-80 and
G-83). The sample Size of each variety is givenin Table 3.3.2 Most of survey datawill be tabulated
by variety. By chance, none of the sample farmers were members of the Land Reclamation
Cooperative societies and only 6 of the entire sample were members of the Agrarian Reform
cooperative societies but dmost al were members of the generd purpose credit cooperative societies
(Table 3.4).

Yiddsof cotton on the sample farms were smilar but differed from the average yiddsfor thet variety
in the entire country (Table 3.5). Due to the smdl survey sample no conclusion could be made asto
whether these yield differences were sgnificant.

11 See the 'Acknowledgments' for the names of the enumerators. These enumerators conducted the survey of
private traders (see Chapter 6) at the same time as they conducted the survey of cotton producers.

12 English transl ations of the questionnaires used in this survey areincluded in Annex I11.
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Table 3-3: Description of Land Holding and Area of Cotton Planted by Sample Farms

Sample Ave. land Ave. area of Percent of land In
Variety Sze Holding (FD) cotton (FD) cotton
G-70 15 11.5 59 51.3
G-86 20 4.2 19 45.2
G-89 10 2.5 1.2 48.0
G-85 31 7.5 4.0 53.3
G-80 13 9.7 3.3 34.0
G-83 13 12.8 3.5 27.3

Table 3-4: Member ship of Sample Farmersin Cooper atives

Variety SampleSize | In Ag. Reform Cooperative | In Credit Cooperative
G-70 15 1 15*
G-86 20 0 20
G-89 10 0 10
G-85 31 4 27
G-80 13 1 13
G-83 13 0 13

* Farmers reporting membership in more than one cooperative

Table 3-5: Average Yield of Seed Cotton of Sample Farmers

AverageYied Averagefor Variety*
Variety (Kt./FD) (Kt./FD)
G-70 5.0 6.05
G-86 6.3 5.54
G-89 5.4 7.09
G-85 6.8 5.47
G-80 7.4 7.62
G-83 7.0 8.21

*Source: MALR, Preliminary estimates.

Tables 3.6 and 3.7 show the number and percent of farmerswho sold their cotton by various methods.
Asexplained above, our sample contained amuch larger percent of farmerswho sold to privatetraders
than was the case in generd. Thiswas done purposely to get alarger sample of farmerswho had sold
to private traders.
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Table 3-6: Number of Sample Farmers Selling Cotton by Various M ethods

Variety

Method of sale G-70 | G-86 | G89 | G-8 | G-80 | G-83 | Total
Samplesize 15 20 10 31 13 13 102
PBDAC rings 13 14 3 17 5 5 57
Agr. Reform 4 1 5
cooper ative

Other cooper atives 1 1
Private Trader 2 8 6 14 9 8 47

Sample farmerswere not asked to report the grade of the cotton they sold. Experiencein past surveys
indicated that farmers generdly do not know the grades of their cotton.** Hence, part of the differences
in prices here reported between marketing methodsislikely dueto differencesin grade. Normaly, the
grade of cotton in an area varies within a range of 3-4 grades (1/8" of afull grade). The price
differentia for each 1/8" of a grade is LE 6/KT so the range in the price of seed cotton, due to
vaiationsin grade, in agpecific areawill be LE 18-LE 24/Kt. Differencesin pricewill so occur due
to variaionsin ginning outturn. Each one-percent variation in the ginning outturn gives aprice difference
of about one- percent. Thus, given these variables and the smdl sample size, it is impossible to
conclude from these data that the difference in method of sdle had any effect on the price received
(Table 3.9).

Table 3-7: Percent of Sample Far mers Selling Cotton by Various M ethods

Variety
Method of sale G-70 G-86 G-89 G-85 G-80 G-83
PBDAC rings 86.7 63.6 30.0 48.6 33.3 38.5
Agr. Reform 114 6.7
cooper ative
Other cooperatives 10.0
Private Trader 13.3 36.4 60.0 40.0 60.0 61.5

The question, "Does the quality of your cotton affect the price you receive?’ was asked to determine
if farmers have any concern for qudity. If farmers do not know that they will get a better price for
better qudity cotton than they likey will care little about doing the right things to improve the qudlity.
The results from this question were not encouraging (Table 3.10). Almost 40 percent of farmers
either said that quality does not affect price or they didn't know if it affected the price. A
gmilar question was asked in asurvey of 520 cotton producers last season and 36 percent reported
that they didn't know if the quality affected the price (13, page 17). These results imply that the

13 After the CATGO grader has determined the grade of each sack asymbol is painted on the sack (See Ref. No 9
Annex V for these symbols). Farmers can thereby compare the grade of their cotton with their neighbors but few
farmers can convert these symbolsinto grades.
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guality premiums that are currently paid for cotton are likely too small to be noticeable by
farmers. Also, it indicates that MALR extension workers need to put more emphasis on

cotton quality in their discussions with farmers.

Table 3-8: Percent of Cotton Sold by Sample Farmers Various M ethods

Variety

Method of sale G-70 G-86 G-89 G-85 G-80 G-83
PBDAC rings 97.7 734 36.0 61.6 43.4 49.2
Agr. Reform 25 2.8
cooper ative
Other cooper atives 23.4
Private Trader 2.3 26.6 40.5 35.9 53.8 50.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Table 3.9: Average Price Received for Cotton when Sold by Various Methods

(LE/Kt.)
Variety

M ethod of sale G-70 G-86 G-89 G-85 G-80 G-83
PBDAC rings 378.1 343.2 308.3 337.1 311.0 304.4
Agr. Reform 3515 320.0
cooper ative
Other cooper atives 345.0
Private Trader 385.0 3384 344.2 350.4 297.8 299.4

Farmers were also asked: "Were you permitted to sall your cotton to anyone you wanted to this
season?' All sample farmers responded that they knew that they had complete freedom in sdlling their
cotton. Theseresultsare encouraging. I1nthe sample oneyear ago only 76 percent were sure that they
had compete freedom in cotton marketing (13, page 12).

Table 3-10: Responsesto Question: " Doesthe Quality of your Cotton Affect the Price

You Receive?"
(No. of responses)
Variety Yes No Don’t know
G-70 13 2 0
G-86 16 2 2
G-89 4 0 6
G-85 16 12 3
G-80 8 5 0
G-83 6 6 1
Totals 63 27 12
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3.3.1 GrowersSdlingto PBDAC

Growersin the sample who sold cotton at the PBDAC sales rings waited an average of 10
daysfor full payment for their cotton but this waiting period varied consderably among members
inthe sample (Table 3.11). Those farmers producing Giza 80 (in Beni Suef) waited an average of 20
days whilethose growing Giza 85 (in Dagahliyaand Sharkia) received payment quite promptly. These
responses indicated that farmers had more delay in recaiving full paymentsthis season than last season.

It is surprisng that al farmers sdling & PBDAC rings did not report any marketing deduction since
PBDAC did deduct LE 2.68 per kentar as marketing charges on al cotton (See Table 4.1). Fifteen
sample farmers (26 %) who sold their cotton at PBDAC rings reported no deductions. On the other
hand, most farmers reported more deductions than LE 2.68/Kt. Most of these were not deductions
by PBDAC but represent other marketing costs. Some farmers reported transportation costs, which
are not deductions by PBDAC. But dso, many farmers in Behira reported charges for weighing by
those working in the rings. The workers weighing the cotton are paid by PBDAC, and are not
supposed to charge farmers for weighing, but find themsdlves in a good position to do so.

There should have been no other deductions. The PBDAC banks had been told not to deduct for
payments on farmer's loans (see footnote no. 13) but some farmers, primarily those in Sharquia,
reported that other deductions were made. However, these farmers may have voluntarily agreed to
these deductions to make payments on their loans.

Only 23 percent of these sample growers (13 of 57) were satisfied with the price received. The mgjor
complaint received (28 out of 44 complaints) was that the price was too low and didn’t cover their
production costs and three growers said they could make more money growing other crops.

A large number of complaintswere received about the operations of therings. Thesecamemainly from
farmersin Behira, Sharquia and Dagahliya. All of the sample farmersin Behiracomplained about the
delays in payment and about haf of them aso complained about the grading and the weighing. As
reported above, some farmers in Behira complained that the people weighing the cotton at the rings
were demanding extra payment for weighing from the grower. The growers of Giza 85 had smilar
complaints.

1“1t is apparent that slow payment by PBDAC was not an isolated problem. On 5 October an article appeared in
the Al-Wafd newspaper stating that Dr. Y oussef Wally, Minister of Agriculture, had issued urgent instructions
to al of the PBDAC governorate banks "to speed up the payments for cotton immediately after delivery". He
warned them against delaying payments, and he also warned them not to deduct from these payments for cotton
for any loans the farmers owed the banks. Slow payment has been a perennial problem for farmers selling at
PBDAC rings. See Ref. # 13, page 14 and Ref. #10, Table 19.
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Table 3-11: Responses from Sample Farmerswho Sold Cotton at PBDAC Rings
(Number of responses)

Varieties

Item G-70 | G-86 | G-89 | G-85 | G-80 | G-83 All
No. of sales 13 14 3 17 5 5 57
Ave. no. days before payment | 15.8 | 10.6 7.0 3.9 20.0 6.2 | 10.0
Market deductionsreported 12 7 2 14 4 4 42
Average deduction (LE/KT) 3.67 | 213 4.00 | 2.19 313 | 283 | 2.82
Other deductions 1 13 14
Satisfied with price 4 4 1 4 13
Complaints about price 13 10 3 13 4 1 44
Complaints about PBDAC 11 5 12 1 29
Why sold at PBDAC

Best price 2 4 3 6 2 1 17

Can trust PBDAC 2 5 3 10 20

Easiest way 1 1 2

No other offers 8 8 5 1 4 26

Had to pay PBDAC 2 1 8 1 12

Other 1 4 1 6
Needed heyaza card 13 11 1 25
Can sl other's cotton 2 2

The main reason farmersgavefor selling at the PBDAC ringswasthat they had received no offersfrom
private cotton buyers (46 %), but this differed a lot by variety (see Table 3.13 below). Most of the
growers producing Giza 70, 86 and 83 gave this response but few growers of the other varieties gave
thisresponse. The 2™ most frequent response wasthat PBDA C could betrusted (35%). The 3™ most
frequent response (30 %) was that PBDAC gave them the best price.

Most of the growers of Giza 70 and 85 dso said that the heyaza card was required of them at the
PBDAC rings but this was not the case for the other varieties. Only two of the 57 growers said that
they could sdll other farmer's cotton at the PBDAC sdesrings. These differences in responses and
complaints between varieties, or governorates, indicates alack of uniformity acrossthe country on the
pat of PBDAC in the gpplication of its marketing rules and in the service provided. Aswewill seein
Chapter 4, PBDAC was supposed to make one full payment for the seed cotton within two days of

grading.
3.3.2 GrowersSdling at Coopratives

Only 6 of the 102 sample farmers sold cotton to cooperatives. Hence no tabulation of the results by
variety will be presented. Generdly those farmers selling to the cooperatives gave the same types of
comments as those who sold at the PBDAC rings. These farmers were paid from the same officid
pricetablesasat the PBDAC ringsand paid the same marketing fees. Three of these 6 farmersthought
the price was too low or unattractive. A few complaints were received regarding dow payment,
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regarding grading, weighing and deductions. These 6 farmers waited an average of 6 days for
payment.’s All 6 farmers said that they sold to the cooperative because it gave the best price, and 5
said that they sold to the cooperative because it could be trusted.

3.3.3 Growers&dlingtoPrivate Traders

As gated above, the samplewas purposefully selected to give alarger percentage of growerswho had
sold to private traders than occurred in generd. However, very few farmers who produced Giza 70
sold to private traders.®

About 46 percent of the growersin our sample sold to private tradersthis season (Table 3.12). Almost
half of the private traders (43 %) that farmers sold cotton to liveinthesamevillages. Sightly over half
of these sample farmers (55 %) had sold cotton to these same traders in previous Seasons.

All private traders paid immediately for the cotton purchased from these sample farmersand dl traders
transported the cotton. Quick payment was the reason that most farmers sold to these traders. These
traders adso were successful because they were easy to ded with; they transported the cotton for the
farmer and made no deductions for marketing costs or other reasons. Almost 2/3rds of the farmers
who sold to these traders (64 %) said they had received afair price. Actudly, 43 percent of these
traders had paid alower price than the farmer thought he could get at the PBDAC sdesrings but these
farmers il accepted these ded s for the reasons stated.

The mgority of these growers (85 %) said they would sdll to these sametraders again in thefuture, for
the same reasons cited above, and dmost dl of them (91 %) said they preferred this method of sdeto
the PBDAC rings. Remember that thisisnot arandom sample and does not mean that al farmershave
the same opinion, only that the mgority of these growers were well satisfied with the dedls they had
made.

3.3.4 Other Questions

All sample farmers were also asked if they had bought cotton this season from their neighbors. Only
aght of the 102 farmers reported that they had done so. Five farmersin Behirahad bought cotton from
their neighbors and reported that they sold it at the PBDAC rings. Three farmersin Beni Suef who
bought cotton from their neighbors sold it to other privatetraders. One samplefarmer in Beni Suef had
bought 9,000 Kts. from his neighbors.

5 The farmers selling at the PBDAC rings or the cooperatives were very likely counting time from the day they
delivered their cotton to thering. In both the cooperatives and PBDAC rings the cotton was graded only one
day each week and hence some portion of the wait was necessary for grading.

16 Aswe shall seelater, avery small share of Giza 70 was sold to private traders this season. Sincethelint price
of thisvariety had been decreased alarge amount this season the deficiency payments for this variety were
quite large. But since private traders did not expect to receive the deficiency payment they could not make a
profit by trading in this variety.
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Questions were a0 asked soliciting the farmer's opinions about the cotton market this season (Table
3.13). The responses were about equaly divided between "worse’, "better”, and "about the same”.
But the vast majority of the sample farmers (95 %) feel that it isgood to have private traders
in the market, because they feel that more competition will improve prices. Ontheother hand,
17 farmers said that they thought that al cotton should be sold at the PBDAC rings. But 10 of these
17 farmers were producers of Giza 70, which had few private tradersthisyear. Positive responsesto
both questions do not necessarily imply an inconsstency. There were few private traders of some
varieties, such as Giza45 and Giza 70, and the PBDAC rings were the only markets available.

The sample farmers were asked if they had received the price that they were expecting to receive, or
a higher or lower price. Only one farmer reported that he recelved the price that he had expected.
Surprisingly, 37 out of 102 received a higher price than expected and the balance of 64 received a
lower price. But we did not learn what their price expectations were or how they were influenced.

Farmerswere then asked how many offersthey had received this season from private traders and how
this compared with the number received the last season they sold cotton.  The number of offers
received varied sgnificantly between varieties. As expected, growers of Giza 70 received the lowest
average number of offers and growers of Giza 89 received the highest number. This average number
of offers is inversdy corrdated with the sze of the deficiency payment, which is what could be

expected.

None of the sample farmers reported that they had received more offers this season than in previous
seasons. About haf of the sample farmers (52 %) reported that they had received the same number
of offers and about haf (48%) said they had received fewer offersthis season than the last season that
they sold cotton. We can conclude from these data that there were generally fewer private
traders buying seed cotton this season than in recent prior seasons.
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Table 3-12: Details Regarding Sales of Cotton by Sample Farmersto Private Traders
(Number of responses)

Varieties
Item G-70 | G-86 | G-89 | G-8 | G-80 | G-83 All
Samplesize 15 20 10 31 13 13 102
No. sold to private trader. 2 8 6 14 9 8 47
Wasbuyer afarmer? 2 10 5 3 20
From your village? 2 8 4 7 21
Sl to him before? 1 4 9 5 7 26
Paid immediately 2 8 6 14 9 8 47
Trangported cotton 2 8 6 14 9 8 47
Paid afair price. 14 8 8 30
Thispriceversusprice at
PBDAC rings.
Same 6 3 4 13
Higher 5 7 2 14
L ower 2 8 1 1 4 4 20
Why did you sdl to him?
Best Price 4 10 1 15
Trusted him 10 1 11
Easy to deal with 7 6 14 8 8 43
Higher grade 13 13
Paid immediately 2 8 6 14 9 8 47
Paid transport 8 2 14 7 5 36
No deductions 7 2 14 7 6 36
Complaints:
Price not suitable 5 1 1 7
Would sell again? Yes 2 7 4 12 8 7 40
Prefer over PBDAC? Yes 2 7 4 14 8 8 43
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Table 3-13: Opinions about this Season's M ar ket
(Number of Responses)

Variety
Item G-70 | G-86 | G-89 | G-85 | G-80 | G-83 All
Samplesize 15 20 10 31 13 13 102
Market system thisyear:
Better 1 11 0 17 6 4 39
Worse 12 2 9 4 2 0 29
Same 2 7 1 10 5 9 34
Isit good to have private 15 19 7 30 13 13 97
traders? ( YESresponse)
Why?
M or e competition will 15 14 6 30 11 13 89
improvetheprice
Eager to deal with 5 1 2 8
Should all cotton be sold at 10 2 3 1 0 1 17
PBDAC? (YESresponse)
Receive expected price?
Same 1 1
Higher 3 19 5 10 37
L ower 15 17 10 11 8 3 64
Ave. No. bidsfrom private 04 0.6 33 (152 192 |108 |138
traders.
Same aslast time sold 15 8 5 22 0 3 53
L essthan last time sold 0 12 5 9 13 10 49
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4. TRADING OF SEED COTTON AT PBDAC RINGS

As reported in Chapter 3, growers sold seed cotton this season at PBDAC rings, through their
cooperatives, or directly to private traders, which dso may include other farmers. This chapter will
present data and a description of selling seed cotton by growers at the major outlet, the PBDAC sdes

ringsl7
4.1  Operating Rules of the PBDAC Rings

The rules for marketing through the PBDAC rings, which were established by Joint Ministerid Decree
No. 1014, weresimilar to last season with few exceptions. A tota of 805 ringswere established at the
gtart of the 1999-2000 season by PBDAC. Thisis areduction from the 892 rings established last
season.  However, with the reduction in area of cotton planted this season, the average number of
feddans of cotton served by each ring actudly declined from 884 feddans last season to 819 feddans
in this season.

Farmers could deliver cotton to the rings any day of the week. It was weighed by registered scade
operatorsprior to grading. CATGO cotton graders (or classers) were assigned in amanner so that the
cotton was graded one day each week at each ring. After each sack of seed cotton was graded, a
sample was submitted to agin for one ginning outturn test each week per ring. The results of this test
were gpplied to dl of the cotton that was ddlivered and graded at thet ring for that week. Incidents
were reported where farmers would take their cotton to the rings that reported the highest ginning
outturn tests instead of the ring closest to them.

The grading and testing procedures were the same as last year. The marketing charges at the rings
were dso st a the same level aslast season (Table 4.1).

Table4-1: Marketing Charges Levied at the PBDAC salesrings, 1999-2000 Season
(LE/kentar of seed cotton)

Item Paid by Producer Paid by buyer Total
CATGO (Grading) 40 .50 90
Operating salesring 1.20 120 240
W ages of ring operators 42 42 84
Weighing cotton 255 .005 .26
Preparation of salesring .25 .25 50
Preparation of reports 155 155 31
Total 2.68 2.53 5.21

Source: PBDAC

17 Inthis report PBDAC rings allocated to private companies are not considered as privaterings. All of therings
discussed in this chapter are labeled PBDAC rings whether the cotton is delivered to a private or apublic
company. To our knowledge cotton was sold at only one private ring, in Fayoum, thisseason. ATICOT
operated two private ringsin Upper Egypt this season but no cotton was delivered to their rings.
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The officid prices for seed cotton were the same in 1999-2000 as in the previous season for dl
varieties except Giza70. Joint Ministerid Decree No. 1014 specified that farmers were to receive
prices in accordance with the export prices set by ALCOTEXA. ALCOTEXA hasauthority to vary
the prices each week. According to the Joint Decree, changes in the export priceswould necessitate
the issuance of anew set of seed cotton price tables each Monday (ALCOTEXA meets on Sundays).
However, no changes in export prices were made during the period when seed cotton was marketed.

Decree 1014 dso specified that farmers were to receive total payment for their cotton at one time,
in place of the traditional practice of two payments, one after weighing and one after testing. Thisnew
practice meant that the testing should be done expeditioudy and then payment must aso proceed
expeditioudy after testing. PBDAC put in place aroutine designed to givefarmersfull payment for their
cottonwithin two days after grading was completed. Aswasreported earlier, (Chapter 3) farmersdid
not receive payment from PBDAC as quickly as was intended.

As dated above, the local rings had ingtructions to require the heyaza card by cotton sdlers.
Enforcement of this rule would prohibit private traders from selling cotton at these rings that they hed
purchased from growers, but the rule does not prevent other farmers from doing so. In a survey of
cotton growers (Chapter 3) it wasfound that the heyaza card was required of cotton growersin only
two of 9x governorates. Thus the enforcement of this regulation was not uniform.

Aganthisyear, atrader who was dlocated a saesring was obliged to take dl of the cotton ddlivered
to the ring, regardless of the grade, and was obligated to pay the officid prices which had been
digtributed by CATGO. On the other hand, farmers could ddliver dl, aportion, or none of their cotton
to the ring. They could sdll part or al to a private trader or deliver it to their cooperative if their
cooperative was buying cotton. Asgated intheintroduction of the Joint Ministerial Decree No. 1014,
the PBDAC rings were established to provide amarket for any buyer who does not receive any other
purchase offers.

Traders who desired to purchase seed cotton from a ring where obliged to supply a bank letter of
guaranteeto PBDAC for 5 percent of the estimated value of the cotton to be ddivered to thering. The
guarantee was reduced this season from 8 percent to 5 percent. Some private tradersconsidered this
requirement to be discriminatory. However, for one public agency to requireafinancial guaranteefrom
another public agency seemsrather meaningless. Actudly the 5 percent letter of guaranteeisasmall
part of the capita required for cotton trading. The farm-gate vaue of the seed cotton crop was about
LE 1.3 Billion this season with the vaue of the cotton ddlivered to the average sdlesring & LE 1.5
Million.

Each week the buyer must pay PBDAC the full vaue of the cotton delivered in that week before he
can take ddivery and transport the cotton to the gin.  The average weekly value would be about LE
250,000 and the trader cannot turn this capital over until the cotton is ginned and sold. If the trader
were exporting the cotton the trade would not likely be completed for several months. Hencethetrader
who plans to export must have sufficient financing to cover about 90 percent of the cotton value, not
just 5 percent. If the trader could resell to another trader, or to a domestic spinner, he could reduce
the holding time considerably and reduce the capita requirements (see Chapter 13).

24



Joint Ministeria Decree No. 1014 specified that traders receiving cotton were expected to place their
representative a each ring to attend the weighing process. Also, the buyer was expected to furnish
security guardsfor the cotton whilein the rings and to furnish any employees needed for sewing sacks.
The buying party is obligated to reimburse the farmer or furnish the sacks needed for the seed cotton
and the cotton tying strings.  The sacks than become the property of the buying company. Some of
these sacks are later used to wrap the bales of lint cotton, or for reuse next season, or are sold as
sdvage. The buyer is expected to move the cotton from the ring to the gin each week and must pay
the costs of loading, unloading and transport to the gins. Theserulesaredl very smilar tothose of last
Season.

4.2  Allocation of the PBDAC Sales Rings

The CIT-HC, under the supervision of the Supervisory Cotton Committee, was given the responsibility
of alocating the PBDAC rings. In prior years the CIT-HC has maintained that the private sector had
been given firg choice in the sdection of the rings with the public sector having the obligation of taking
what rings remained, both in term of quantity and quality.

The alocation of theseringswasamore critical matter thisyear than in previous seasons. Tradersand
members of the alocation committee both knew that thiswasashort crop. The number of privatefirms
aoplying for rings had a so increased this season. [n addition, four spinning companies gpplied for rings.
Private companies had to specify not only the number of rings desired but dso the variety wanted and
the locations of theringsthey desired. The number of rings requested this season by public and private
companies exceeded the number available.

Some private traders said that they expected that they would not get their full request so they requested
more rings than what they redly wanted and in the end received about as many asthey redly wanted.
But perhaps each private trader had his own ideaof how to play thisgameand how much toinflatehis
request. The representative of the holding company has reported that 30 percent of the rings were
alocated among the private companies with 70 percent reserved for dl public companies.

But what criteriawere used to dlocate the rings between private companies? Joint Ministeriad Decree
1014 specifically dates that the alocation should be done to prevent any firm from acquiring a
monopoly of the seed cotton of any variety. The decree also Sates that al buyers must be registered

and that dl buyersthat have intentionsto buy should be ableto buy. Thus, each buyer must get at least

onering, but no rules are provided to guide the dlocation of rings when the demand for rings exceeds
the supply.

Mogt of the large private sector cotton traders were interviewed for this study. Not dl of the large
private traders requested PBDAC sdesrings. Responses from those traders who did request rings
indicate that amogt every firm that requested rings were alocated fewer rings than they requested.
Firms were granted from 22 percent to 65 percent of their requests. Complete data on the numbers
of rings requested were not obtained but it is estimated that in total the private sector received
no more than half of the sales rings that they requested. Thus, if the private sector had been
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alocated dl of the rings they had requested the private sector would have received an estimated 60
percent of dl of therings.

From the survey responsesiit appears that the volume traded by afirm last season had some bearing
on the number of rings the firm recelved this season. The larger firms generdly reported receiving a
larger percent of their request than did the smdler firms. A policy of alocation of rings based on
previous sze, if maintained over time, would discourage entry of new firms and lead to restricted and

reduced competition. However, some traders maintain that there was no discrimination againgt small

firms. They point to the fact that many new smal firms received rings this season.

A tota of 805 sdesrings were established by PBDAC at the start of the season. Datawere available
on theinitiad digtribution of these rings by variety and by company, but were not provided on the fina
numbers by company (Tables4.2 and 4.3). Some changes were made during the season. Somerings
were dropped and some additional rings were established. Also some private firms dropped some
rings which were then dlocated to public firms. Table 4.4 describes the initid number and the find
number of saes rings by governorate.

The 12 large private traders and 3 public traders were asked to confirm the number of rings allocated
to them, asreported in Table 4.2. The survey results confirm that these data provide afairly accurate
picture of thering alocations by company. Some smdl differencesfrom thistable were noted, with the
exception that Tdaat Harb is not included in the lig of firmsin Table 4.2 but wasin fact dlocated 13
rings’® It was not determined what firms were reguired to give up the rings alocated to Taaat Harb,
though it was probably the public firms. It was reported that if a trader abandoned any rings, these
rings would be redll ocated to one of the public companies. In previous season (1998-99) some buyers
were unableto providethe capitd to purchaseal of the cotton at the rings they had been dlocated, and
hence these rings were reallocated to a public company. However, PBDA C authorities reported that
no problems of this type during the 1999-2000 season.

43  Choiceof Variety

Although the private sector may not have had their choice as to the number of PBDAC rings, they
appear to have had their choice regarding the varieties they wished to purchase. None of the private
tradersinterviewed reported that they had been dlocated aring of avariety that they did not want to
purchase. No substitutions of rings between varieties were required.  The low percentage of rings
alocated to the private trade for the EL S varieties reflected their requests by varieties.

18 The management of Talaat Harb acknowledge that they did not have their bank letter of credit to PBDAC on
time when the all ocation was made, but this was arranged shortly thereafter and the rings where then awarded.
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Table 4-2: Number of PBDAC Sales Rings by Variety and Company, Beginning of 1999-

2000 Season
Variety

Type or name of company |45 | 70 88 86 89 85 80 83 Total
Public Tradeand Gin Companies
Alex. Comm 4.5 12.5 215 12.5 6.5 9.5 68

1
Alcotan 10 16 21.33 15.33 4.5 11.83 80

1
MISR 5 15 23.83 12.33 4.0 10.5 72.16

1.

5
Eastern 6 16 18.33 19.5 55 8.5 75.33

1.

5
Al Kahira 6.5 15.5 18.33 11.0 6.5 10.5 68.33
Port Said 7 14 22.33 12.0 9.0 7.83 72.16
MISR Ginning 5 8.83 6.0 15 2.83 24.16
Delta Ginning 1 4 9 10.5 3.5 1 29
El Wadi Ginning 2 6 9.5 4.33 3.5 25.33
Total (Public) 42 0 104 153 103.5 41 66 514.5

5
Spinning Companies
MISR-Mehalla S& W 2 8 7 3 8 28
Delta Spinning 4 1 5
Dagah. Spinning 1 1 1 3
MISR-Iran S& W 5 6 2 2 15
Total (Spinners) 2 13 8 13 11 4 51
Private Traders
Modern Nile 5 12 18 18 13 12 78
Nile Ginning 2 3 2 3 10
Nassco 3 7 4 5 7 26
Aticot (Dabbah) 1 3 2 3 10 19
Benha 3 3 6
Tanta 7 11 3 3 24
El Mabrouk 10 3 13
Shamal El Saied 1 2 3
El Sayad/Madawy 2 2
El Safa 1 1
El Dawlia 3 1 3 7
Abd El Rahman 5 5
Total (Private Traders) 8 25 40 55 28 38 194
EMEPAC 1 1 16 3 10.5 11 3 45.5
Grand Total 53 1 158 204 182 91 111 805

5

Source: CIT-HC. The fractions resulted because the public companies shared some rings.

44  PBDAC Market Share

The PBDAC rings continued this season to be the cotton farmer's mgor outlet for their crop but the
share s0ld through this route declined significantly from last season.  Cotton growers delivered
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approximately 2/3rds (68.7 %) of their seed cotton to the PBDAC sdes rings, a decline from 74
percent last season. Also, the PBDAC market share differed considerably by variety.
Table 4-3: Percent of PBDAC Sales Rings Allocated by Type of Buyer Beginning of the
1999-2000 Season

Variety

Type of company | 45 70 88 86 89 85 80 83 Total
Public Trading 100 73 57 62 46 40 57 4
Public Ginning 6 9 13 11 5 2 10
Spinning 4 8 4 7 12 4 6
Private Traders 15 16 20 30 31 A 24
EMEPAC 2 100 | 10 1 6 12 3 6
Grand Total 100 100 100 100 100 100 100 100 100

Table 4-4: Number of PBDAC Sales Rings Beginning and End of 1999-2000 M ar ket
Season, by Governorate

Beginning End of

Governorate Of season Season
Alexandria 1 1
Behira 149 149
Dagahliya 81 81
Damietta 20 20
Sharkia 112 95
Menofiya 444 43
Kafr El Sheikh 112 112
Gharbiya 64 64
Qalubiya 17 17
Ismailia 3 2
Fayoum 39 37
Beni Suef 35 46
Minya 56 56
Assuit 49 49
Sohag 23 16
| Total 805 788

Aswewill seein Chapter 6, the private sector eected to trade very little ELS cotton.  Purchases of
these varieties by private traders and also the deliveries to the cooperatives was much lessthan of the
LS varieties. The PBDAC ringswere established for the purpose of providing a"market of last resort”
and this was the case with the ELS varieties, especidly with Giza 45.

The public sector purchased 67.1 percent of the cotton delivered to therings. This market share was

determined largely by the number of ringsallocated to the public companies. Asreportedin Table4.3,
the public companies were alocated 70 percent of these rings.
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Aswill be discussed |ater, the public gins and the four spinning companiesmade dl of their seed cotton
purchases at the PBDAC sdlesrings. Thethree gins purchased atota of 151,396 Kt., whichwas 5.6
percent of totd sales a the PBDAC rings. The four spinning mills purchased 158,042 Kts, or 5.9
percent of the sdes at the PBDAC ring

Table 4-5: Total Deliveries of Seed Cotton to the PBDAC Rings by Type of Buyer

Public MALR Private Total
Variety Companies EMEPAC Gin Companies Deliveries
Giza 45 16,819 2,500 301 19,620
Giza 70 259,280 10,089 811 51,976 322,156
Giza 88 9,359 9,359
Total ELS 276,099 21,948 1,112 51,976 351,135
Giza 86 362,199 46,608 4,962 102,924 516,693
Giza 89 564,647 13,051 2,131 145,805 727,073
Giza 85 252,267 25,241 3,570 151,629 431,268
Total LS 1,179,113 84,900 10,663 400,358 1,675,034
Giza 80 113,649 54,540 651 87,838 256,678
Giza 83 237,045 23,109 268 148,735 409,157
Total MLS 350,694 77,649 919 236,573 665,835
Grand Total 1,805,906 184,497 12,694 688,907 2,692,004
Per cent of 67.1 6.9 04 25.6 100.0
PBDAC
Per cent of 46.1 4.7 0.3 17.6 68.7
del. Togins

Source: CIT-HC. (Fina estimates)
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Figure 1: Buyersat PBDAC Rings
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5. TRADING OF SEED COTTON BY COOPERATIVES

The cooperatives played amuch larger role in the marketing of seed cotton in 1999-2000 than in any
season since 1995-96 (13, page 25). Three groups of cooperatives traded 27 percent of the seed
cotton this season compared to 16 percent last season.

51  Agrarian Reform Cooper atives

The Agrarian Reform Cooperative societies traded seed cotton in 13 governorates during the 1999-
2000 season. Their total volume of trade increased from 490,000 Kt. in 1998-99 to 620,753 Kt. in
1999-2000, an increase of 26.7 percent over last season. This group of cooperatives thus traded
about 15 percent of the entire 1999-2000 cotton crop (Table5.1). This cooperative sold 70 percent
of its seed cotton to five private sector firms (Modern Nile, Talaat Harb, Al Watany, ATICOT, and
EMEPAC) and 30 percent to the ix public trading firms. One private firm, Modern Nile, purchased
45 percent of the total marketings from this group of cooperatives.®

® The National Agrarian Reform Cooperative Society owns 17 % of the shares of El Arabia Ginning Company.
Theindividuals that own Modern Nile have controlling interest in El Arabia Ginning.
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Table 5-1: Sales of Seed Cotton by the Agrarian Reform Cooper ative Societies,
1999-2000 Season

(Seed Kentar)

Buying

Company G-45| G-70 G-86 G-89 G-85 G-80 | G-83 Total
Alexandria 845 | 3151 14541 7,804 6,802 1,035 34,178
Alcotan 3,639 11,936 11,334 3475 30,334
Port Said 5457 12,757 13157 4,760 36,131
Cairo 2,065 10,856 11,132 3,147 27,200
MISR 7,167 8,914 9,018 3,388 28,487
Eastern 5,803 11,021 10,513 3497 30,834
Total Public 845 | 27,282 70,025 62,958 | 25,069 1,035 | 187,214
Modern Nile 41,025 43,391 89,127 | 68355 [24308 | 12,675 | 279,061
Talaat Harb 17,051 9,562 26,613
Al Watany 1,924 8,722 969 6,984 18,599
ATICOT 4724 7,940 | 14,165 11,657 38,486
Total Priv. 43,129 52113 | 111,871 | 92841 |38473 | 24,332 | 362,759
EMEPAC 8,150 22,970 9,600 6,600 | 19,355 4105 | 70,780
Grand Total 845 | 78561 [145108 [ 184429 |124510 | 57,828 29472 | 620,753

Source: CIT-HC

The nationd officers of this cooperative reported that their farmers are free to sell to whomever they
wish, but they reported that al of the cotton produced by their farmers was sold through their
cooperative. Some locd officids have different opinions on this matter. These cooperatives collect
from farmers on loans for seed and fertilizer, but the cooperative reports that payments on loans are
voluntary. The prices paid to farmers for seed cotton by the cooperatives followed the officid price
tables and thefarmer and the buyer paid the same marketing charges as at the PBDAC sdlesrings. The
farmer was paid 90 % of the vaue of his cotton as soon as it was weighed and the balance was paid
after dl of the testing was done. This cooperative intended to pay within one week of ddlivery to the
locd cooperative.

All buying companies select the locdity (loca cooperatives) in which they want to buy seed cotton and
then buy dl of the cotton ddivered to that locd cooperative. The buying companies are not able to
select the better grades of cotton or take only the first picking. The buyers make advance payments
to the cooperative society when they sign acontract before harvest, in August. The private companies
made advance payments of about LE 50/ Kt (15 %) when they signed the purchase contracts. The
public companies dso make advance payments, but a a lower rate. The buyer makes full payment
when he receives the cotton. These payments are used to pay the farmers for their cotton. The
Agrarian Reform Society has 687 local cooperative societies that act as cotton collection centers.

5.2  Land Reclamation Cooper atives

The Land Reclamation Cooperatives dso increased their market sharein 1999-2000 but they recorded
asmdler increase than did the Agrarian Reform cooperatives (Table 5.2).
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Thar total cotton salesincreased by about 15 percent from last season to 184,000 seed kentars. They
collected and marketed cotton at 135 of their 342 local societies®

Table 5-2: Purchases of Seed Cotton by the Land Reclamation Cooper atives, 1999-2000

Season
Variety Governorate Kentars Ave. Grade Ave. G.O.
G-70 Behira 14,400
Alexandria 12,866
Total 27,266 Good 1155
G-86 Kafr El Sheikh 82,346 Good +3/16 117.0
Dagahliya 43,079 Good +1/8 119.0
Total 125,425 117.7
G-89 Behira 4924
Alexandria 221
Total 5,145 Good 116.0
G-85 Sharkia 15,892 Good +1/8 119.0
G-80 Beni Suef 10,513 Good +1/8 119.0
Total 184,241

Source: Land Reclamation Cooperative Society

In place of the marketing charge of LE 5.21/Kt a& PBDAC rings these cooperatives charged their
membersonly 1 percent of the vaue of the seed cotton, which varies by variety, but averages about
LE 3.50/Kt. (see seed cotton pricesin Table 2.1). Their farmers received the same officia pricesas
at thePBDAC rings. Hence, the cost of the cotton to the buyer was dightly lower than the same cotton
bought at the PBDAC rings. CATGO graders graded al of the seed cotton they collected, but the
cooperatives aso had members of their own staff who were trained as graders to check the grading.
They paid their farmers 90 percent of the total estimated payment due after grading and the balance
after the ginning outturn test.

They requested that their members sdll their cotton to their loca cooperatives to permit collection on
loans for seedsand fertilizers, but not al memberscomplied. The cooperative reported that this season
the estimated cotton production of their farmers was 236,000 Kts. but only 184,241 kentars were
delivered. Thusthey believe that about 22 % of their farmers sold to other outlets to avoid or delay
paymentsto the cooperative society. Asaconsequence, the cooperativeindicated that they would not
make loans to these farmers next season. Mot of these farmerslikely sold a the PBDAC rings or to
the Agrarian Reform cooperatives only to delay making paymentsto the Land Reclamation cooperdtive,
not to get a better price.

The Land Reclamation Cooperatives sold dl of their cotton thisyear to the Six public trading companies
(Table 5.3). The public companies made advance paymentsto this cooperativefor the cotton in August

2 Cottonis not produced in all areas where these cooperatives exist and some local cooperatives chose to not
market cotton.
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at thetimethat contractsweresigned. Thispayment provided the cooperatives with the money needed
to pay the farmersfor the cotton.

Table 5-3: Sales of Seed Cotton by Land Reclamation Cooper atives, 1999-2000 Season

Public Company Seed Kentar
MISR 32,642
Alexandria 33,979
Alcotan 43,694
Port Said 29,532
Eastern 23,947
Cairo 20,447

Total 184,241

Source: CIT-HC

5.3  Credit Cooperatives

The generd credit cooperatives re-entered the cotton market in the 1999-2000 season for thefirst time
since 1995-96 (Table 5.4)*. They purchased seed cotton at 407 loca cooperéative societies in five
governoratesand sold it to four privatetraders. Contractswith cotton buyerswere made at the national
levd. Their member growerspaid the same marketing chargeswhen sdlling at the cooperative asthose
growers who sold cotton at the PBDAC rings (LE 2.68/Kt.). Buyers aso paid the same charges as
at the PBDAC rings (LE 2.53)/Kt. but these cooperatives kept LE 1/Kt. for incentive paymentsto the
workers a the collection centers. Thus, the buyer had to pay LE 1/kt more for the same variety and
grade of cotton purchased from the credit cooperatives than for cotton bought a the PBDAC rings.

Sdesby farmers at al cooperative collection centers were under the supervison of CATGO graders
and registered scae operators and thus qualified as officialy government gpproved sales. Thus,
receipts from such sales were expected to be digible for the deficiency payments.

Sales of seed cotton by the cooperatives were generdly negotiated by officids at the nationd
headquarters of the cooperatives, not at the governorate or villagelevel. Because of thelarge volumes
involved, these cooperatives were generdly successful in obtaining dight premiums over the officid
price tables.

2 This group of cooperatives are variously known as credit cooperatives, multi-purpose cooperatives, or
production cooperatives. These cooperatives provide financing, production inputs and product marketing
services to their members. For simplicity sake we will call them 'credit cooperatives. Thereisa credit
cooperative, an Agrarian Reform cooperative or a Land Reclamation cooperative in almost every villagein Egypt.
In 1996 there were 5,686 agricultural cooperativesin Egypt with 3,738,000 members.(See RDI Report No. 78 for
more details).
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Table 5-4: Purchases and Sales of Seed Cotton by the Credit Cooper ative Societies, 1999-

2000 Season
Variety Governorate Buyer Kentars Ave. Grade Ave. G.O.
G-86 Kafr Sheikh Nile Ginning 44,989
(51 Tanta 34,092 Good +3/16 117.0
cooperatives) Total 79,081
G-89 Gharbiya Nile Ginning 64,240
(250 Al Watany 12,465 Good+1/8 1175
cooperatives) Tanta 37,637
Total 114,342
G-85 Sharkia Nile Ginning 23,260
(25 Al Watany 5813 Good+1/4 122.0
cooperatives) Tanta 770
Total 29,843
G-80 Minya Nefertiti 16,265 Good+1/8 119.2
(21
cooperatives)
G-83 Sohag Nile Ginning 16,710 Good+1/8 1139
(60
cooperétives)
Total (407 256,241
cooperatives)
Source: CIT-HC.

54  Summary of Cooperative Activity

Table 5.5 providesasummary of seed cotton salesfor all cooperatives. Intotal, the cooperativessold
35 percent of their seed cotton to the six public trading companies and 65 percent to private companies
(induding EMEPAC). Itis presumed that the private traders received the bulk of the cotton collected
by the cooperatives because they were willing, and able, to pay a dight price premium. Public
companieswere mogt likely prohibited from payment of any price premium over and above the officia
prices.

The share sold to the private sector differed significantly by variety. No seed cotton of variety Giza45
was sold to any private company. The private companies (including EMEPAC) bought 48 percent of
the EL S cotton, 63 percent of the LS varieties, and 91 percent of the ML Svarieties of cotton collected
by the cooperatives.

34



Table 5-5: Sales of Seed Cotton by all Cooperativesto Public and Private Traders,
1999-2000 Season

SALES (Kt)) PERCENT
Typeand Public Private
Variety Sector Sector EMEPAC | Total Public | Private | EMEPAC
Giza-45 100 0 0
845 845
Giza-70 43,129 8,150 515 40.8 1.7
54,548 105,827
ELS 43,129 8,150 52.0 40.4 7.6
55,393 106,672
Giza-86 131,194 | 22,970 55.9 37.6 6.6
195,450 349,814
Giza-89 226,213 9,600 22.4 74.4 3.2
68,103 303,908
Giza-85 122,684 6,600 24.1 72.1 3.9
40,961 170,231
LS 480,091 | 39,170 37.0 58.3 4.8
304,514 823,775
Giza-80 54,738 | 19,355 12.4 64.7 22.9
10,513 84,605
Giza-83 41,042 4,105 2.2 88.9 8.9
1,035 46,182
MLS 95,780 23,460 8.8 73.2 17.9
11,548 130,788
Total 70,780 35.0 58.3 6.7
371,455 | 619,000 1,061,2
35

In totdl, the three groups of cooperative societies provided 1,229 locdl, village leve, cotton collection
centers a which farmers could deliver their seed cotton this season. This givesfarmersin these areas
an additiona marketing choice, in addition to the PBDAC rings and the private traders. The more
options for the farmer, the more competition will likely occur and the better the service he will likely
receive. These cooperatives paid growersthe same pricesthis season aswere offered at the PBDAC
rings, but they compete on the basis of service, and based on our farmer survey, did provide faster
payment to the farmers than did PBDAC.

We expect that cooperatives will play abigger role in cotton marketing inthefuture. Thisexpectation
isbased ontwo factors; 1) farmerswill chooseto sell to their cooperativesif the cooperatives continue
to make quicker payment for the cotton and do not withhold cash for payments on accounts due them,
and 2) private traders will buy from the cooperativesif they are limited in the number of PBDAC rings
they are dlocated. This shift from the PBDAC rings back to the cooperatives as collection centers
may, however, put consderable market power in the hands of afew cooperative leaders at the nationd
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levd. These cooperative officidsmay limit accessto seed cottonto afew favorite privatetraders. This
development will bear watching in the future.,
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6. TRADING OF SEED COTTON BY PRIVATE TRADERS

6.1  Private Trading Options

Private trade in seed cotton was permitted during the 1999-2000 season. Private traders were
permitted to contract with PBDAC to purchase adl of the cotton ddlivered to designated salesrings or
they could buy cotton from cooperatives or directly from producers.

In previous seasons the private traders had first option in selection of the salesrings and the remaining
rings were distributed among the public companies. In the 1999-2000 season the PBDAC salesrings
were digtributed in late August 1999, which was prior to the announcement of the export prices and
the deficiency payment scheme. Thus, private traders had to make decisons on buying through the
PBDAC saesringswithout full knowledge regarding export prices or the deficiency payment scheme.
Traders may have made different decisions on purchases a the PBDAC ringsif they could have made
these decisons a alater date.

Traders were aso permitted to buy directly from producers, outside of the PBDAC sdlesringsor the
cooperative societies, on their own negotiated terms. However, the trader would lose the deficiency
payments with this type of purchase since he had no officid receipt to present to the government for
rembursement. An officid receipt was needed to prove that the officid price had been paid for the
seed cotton.

6.2 Registered Traders

Between 1994 and March 2000 atota of 205 companies or individuals had applied for and had been
approved as registered cotton traders. The CIT-HC hasthe responsbility of processng the requests
for registration.?? Therulesfor registration of domestic cotton tradersare specifiedin Section 11 of Law
210 of 1994. The mgor criteriafor registration are that the gpplicant: 1) must be an Egyptian citizen,
2) must not have acrimina record or record of bankruptcy, 3) must have alicensed place of business,
and 4) must have a capital of LE 30,000 and make a refundable cash deposit of LE 3,000.

Following is a classfication of the registered cotton traders since liberdization was initiated in 1994.
Year of Registration ~ Number Registered Have Canceled Remain as Registered

1994 58 16 42
1995 89 37 52
1996 35 18 17
1997 7 2 5
1998 8 1 7
1999 8 0 8
Total 205 74 131

2 ists of registered traders are available from the CIT-HC.
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These registered cotton traders were classfied asfollows:
March July  Nov. April  Jan. Oct. March

Type of firm 1995 1995 1995 1997 1999 1999 2000
Public firms
Ginning companies 5 5 5 5 3 3 3
Trade and Export companies 8 11 11 11 12 12 12
Soinning mills 6 11 11 12 13 14 13
Holding company 1 1 1 1 1 1
Cooperatives 3 6 11 14 15 15 15
Private trading companies 19 33 56 67 60 64 58
Privae individuds 33 38 52 52 4 A 29
Total 74 105 147 162 138 143 131

These datashow that many tradersregistered during thefirst threeyears of market liberaization (1994-
96). However, 27 traders or companies canceled thelr registration during 1997 and 32 more canceled
during 1998. During the 1997-98 season the floor price for seed cotton was high relative to export
pricesfor lint and it was impossble for a private trader to make a profit on seed cotton. During the
1999-2000 season three more private firmsregistered but 15 private firmsor individuas have canceled
ther registration. Most of thoseindividualswho cancelled this season had registered in 1994 to 1996.

6.3 Unregistered Traders

In addition to these registered traders there are known to be many cotton traders who are not
registered (13, Page 29). These traders have been surveyed by MVE during the last two marketing
seasons (7). The number of such traderswho operated in 1999-2000 likely declined from the previous
season due to the various GOE palicies.

It appears that these traders operate quite openly without interference from any GOE authority.
However traders without registration cannot deliver cotton to gins, cannot obtain loans for cotton
trading from any public bank and likely could not receive any deficiency payments. Some of these
traders are cotton producers who mainly buy from neighbors and sdll at the PBDAC rings or to other
private traders. It was even reported in our survey that some farmers loan money to neighbors to
financethelr operations but are repaid with cotton so they unwillingly become cotton traders. Asstated
elsewhere some of this buying is Smply a matter of financid liquidity. Mot farmers, even with amdll
areas of cotton hire workersto pick cotton and need cash to pay them. Asreported in discussion of
the grower's survey (Chapter 3) PBDAC does not pay immediately for cotton delivered but must wait
for grading and testing. Growers in desperate need for cashwill sall someof their cotton to neighbors
even a discounted prices.

6.4  Survey of Small Traders
A consderable effort was made by MVE to gather data on cotton trading by the private sector. Due

to the order in which the governmenta decisions were made this season it gppeared that few private
traders would request PBDAC rings this season. Also, private trade outside officia channes would
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be at a disadvantage since the trade was informed that such saes would not qualify for deficiency
payments. Thus, the decison was made to interview a large number of smal private traders to
determine how many of these traded cotton this season, how they traded, and to obtain their opinions
regarding the cotton market this season (Table 6.1).

This survey was conducted at the sametime that the grower survey was conducted and in the same six
magor governorates and by the same six enumerators. The sample frame for this survey conssted
primaxily of alig of the samdl private traders who had been interviewed in 1998-99. Thus, in some
respects, this survey isacontinuation of smilar surveys conducted in 1997-98 and 1998-99 (7). But
in addition, these traders were asked to provide names of other private traders. Those names were
then added to the sample frame. Essentidly, every trader that could thus be added to the list in these
governorateswasinterviewed. Thissampling procedure produced asample of 94 traders. Five of the
tradersincluded inthis survey were removed from the data summaries because they were dso included
in the tabulation of the large private traders below leaving a sample size of 89 smdll traders.

6.4.1 Description of Traders

Data describing the traders in the sample are given in Table 6.1. Almost haf (44 %) of the traders
interviewed were registered (39 out of 89). This does not mean that dmost haf of dl cotton traders
in the country are registered. The sample was selected in such a manner that it is biased toward the
larger traders, which areregistered. Most of the registered tradersin our sample (82 %) obtained their
regidration in the first two years of cotton market liberalization, 1994 and 1995.

We find that 64 of the 89 traders in the sampletraded cotton this season. Wewill later examine some
data collected from those who did not trade this season and their reasons for not trading.  Of the 64
traders who participated in this season's market, only 20 were registered (31 %) and 44 were not
registered (69 %).

These traders have had experiencein cotton in severd areas but mostly in afamily business or with the
cooperatives. Two thirdsof thesetradersreported that they aso trade other agricultura commodities.
Buying wheet was reported by 45 traders, buying maize by 46, buying rice by 44, sdling fertilizer by
13, ling pesticides by 7, sdling anima feed by 9 and sdling other agriculturd commodities by 13
traders. Of the 89 tradersin the sample, haf of them (44 of 89) reported that they adso were farmers
and 33 of the farmers reported that they grew cotton (not necessarily this season). Participation by
these tradersin other commercia activities should be expected since cotton trading is a very seasond
activity. Thisresponseissmilar to the responses received from private traders surveyed last season

(7, page 12).

It isinteresting to note that most (80 %) of the 64 traders who were active in 1999-2000 season had
worked in 1994-95, thefirst year in the current eraof privatetrade (Table6.2). Many of thesetraders
did not trade cotton during some of the intervening years when cotton trade was not attractive.

2 An English trandaion of the questionnaire used in this survey isincluded in Annex 111.
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Table 6-1: Characteristic of Small Private Traders

Governorate
[tem Behr. | Daga. | Ghar. [ Shar. B.Suef | Fyom. | Total
No. tradersinterviewed 15 14 14 18 14 14 89
No. registered traders 6 6 5 7 4 11 39
Year of registration
1994 3 5 3 2 13
1995 2 3 3 1 9 18
1996 1 1 1 3
1997 1 1
1998 0]
1999 1 3 4
Traded cotton this season 9 8 8 18 12 9 64
Experiencein cotton
Family business 6 5 4 8 23
Cooperative 2 2 1 8 7 4 24
marketing
Formal education 2 1 3
Work in cotton sector 1 1 3 1 6
Entered recently 2 2 3 7
Other activities
Trade Ag. 9 11 7 18 10 4 59
commodities
Trade non-ag commaod. 5 1 7
Also a farmer 7 7 11 8 7 4 44
Grew cotton 6 1 7 8 7 4 33
Government job 2 2
Agro-businessjob 1 2 3
Non-ag. job 2 1 1 4

Table 6-2: Cotton Trading Activitiesin the Past Five Years of the 64 Traders
(No. of Traders)

1998-99 1997-98 1996-97 1995-96 1994-95
Traded cotton for:
Public company 9 5 3 8 16
Private company 29 16 8 15 35
Total 38 21 11 23 51
No. of
Public companies 5 4 3 5 7
Private companies 9 7 5 8 12
Total 14 11 8 13 19

6.4.2 Activity this Season
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The tradersin the sample who participated in the cotton market this season did so in avariety of ways.
Most of them (89 %) said they had their own trading business (Table 6.3) however, a Sizeable share
(42 %) also reported that they worked on a commission basis. Many traders regarded operating as
a commisson buyer as the same as operating their own business. Apparently they had consderable
freedom in their ectivities. Only 5 of the 64 traders were employees of atrading company and only 3
of the 63 were partners with some larger trading company.

Table 6-3: Type of Participation in Seed Cotton Market this Season
(No. of Traders)

Governorate
ltem Behr. | Daga. | Ghar. | Shar. B.Suef | Fyom. | Total
Traded cotton this season 9 8 8 18 12 9 64
Have own trading business 8 8 6 18 9 8 57
Work on commissions 1 2 4 15 3 2 27
Partner in a company 1 1 1 3
Employee of a company 1 2 1 1 5

The predominate method of buying reported by this group of 64 buyers was buying directly from
farmers. Table 6.4 reports the number buying by each method in each governorate and as the data
show, some of the tradersin the survey traded in more than one variety. Actualy, of the 64 buyersin
the sample, 62 reported buying directly from farmers, one reported that he had aprivate sdesring (in
Fayoum), 10 bought from other traders and one bought from some other source. None of thesetraders
bought from cooperatives. Officidsin Cairo sold the cotton collected by the cooperatives. None of
the local cooperatives or loca traders were involved in these trades.

The vast mgority of these traders (59 of 64 or 92 %) traded only one variety of cotton. Last season
66 of 67 privatetradersreported trading in only onevariety (7, page 10). Fifteen of the 64 traders (23
%) reported that this season they paid the same prices asin the officid price tables, and 49 said they
did not. But of these 49 traders, 21 said that they used the prices at the rings "as a guide’. An
additional 13 traders said they based their prices on experience, and 15 said that they graded the cotton
and determined the price.
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Table 6-4: Method of Buying Cotton Reported by 64 Small Private Traders

Governorate
ltem Behr. | Daga. | Ghar. | Shar. B.Suef Fyom. | Total

Traded cotton this 9 8 8 18 12 9 64
season
Variety traded: G/08 | G868 | G702 | G85;18 G80:12 | G839

G861 G851 | G862

G891 (G898
At privaterings 1 1
Direct from farmers 8 8 8 18 11 9 62
Other traders 1 1 2 4 2 10
Other sources 1 1

In regard to the grades of cotton purchased, 53 traders (83 %) said they bought al grades of cotton.
But the 11 remaining traders reported buying grades from Good - 1/4 up to Fully Good with most
traders reporting buying grades Good to Good +1/4. Most cotton this season fell in these grades so
essentialy none of these traders were buying any specid grades. Some traders state that areason for
buying cotton outside of the ringsisto get the better graders of cotton, but these traders do not seem
to be sdective in their buying.

Almost dl of the traders, (62 of 64) reported that they paid the full contract price immediately at the
time of sde. Aswe learned above in Chapter 3, farmers consider quick payment as an important
aspect of the cotton trade. Apparently the differences in prices offered are quite smdl, and hencethe
non-price variables are important and sometimes are the factors what make the sde.

6.4.3 Buyer'sProblems

The two mgor problemsthat were reported by these traderswere problemswith grading and financing
(Table6.5). Onefourth of the traders reported that they had problems with grading and 47 percent
indicated problems with financing. Many of the large traders reported that they provided financing for
the local traderswho buy cotton for them on acommission basis. Apparently al traders do not do so.

The problems with the grading were not delineated. Usually such traderstry to evauate or grade the
cotton themselves and then buy the cotton before it is graded by a CATGO grader. They may have
trouble grading it themsdlves, i.e. they may be overvauing it and paying too high of aprice. They
definitly would endure difficulties if they had bought high vaue cottonthat was |ater determined to be
of mixed varieties. In that case the cotton will be refused at the gins and must be sold as scarto.
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Table 6-5: Problems Reported by Private Traders
(No. of TradersReporting)

Governorate
Type of problem Behr. | Daga. | Ghar. | Shar. B.Suef | Fyom. | Total
Number of traders 9 8 8 18 12 9 64
Grading 1 1 1 12 0 1 16
Transportation 3 1 3
Financing 9 5 15 1 30
Other problems 1 1 1 1 4

6.4.4 Financing Problems

Those traders who participated in the 1999-2000 season were directly asked if financing was a
problemthisseason. To thisquestion, 39 of the 64 traders (61 %) gave apositiveresponse. The same
39 dso said that they would have purchased more cotton if they had had more capital. One trading

company, which purchased 21,000 kentars in 1999-2000, reported thet if capita had been available
they would have purchased 200,000 kentars of seed cotton this season. Of the remaining 38 traders,

they reported that they would have purchased atotal of 129,500 additiona kentars, or 3,400 kentars
each. These traders reported actual average purchases of 1,800 Kt. directly from farmers in 1999-

2000. Itispure speculation whether these traderswould have actudly bought those reported quantities
of cotton, but these responses indicate that capita shortage was a severe limitation to trading volume
for some traders, and that substantial increases in private trading would have occurred if adequate
financing had been available.

These 64 traders were asked to indicate the sources of their funding for their cotton purchases (Table
6.6). By far the mgor source was from their own capita, with over haf of them (33 of 64) reporting
that they provided at least 80 percent of their own capital.  The only other mgor source of finanang
were the advances from the private trading companies to buyers on commissons. Particularly
noteworthy here was that not a sngle trader received any financia capital from a private bank. Also
note that three traders reported that they were backed by public cotton trading or ginning companies
which reportedly did not purchase seed cotton from traders this season.

6.4.5 Marketing Costs

The mgor cost item reported by the buyers was the cost of sacks (Table 6.7). New sacks cost LE
7/ sack but some traders reduce costs by reusing old sacks. The cost of the sacks, which averaged
LE 5.60/kentar, represented 55 percent of their total costs. However, when atrader sdlls the cotton
the buyer will probably pay for the sacks, or if the cotton is ginned he will get the sacks back and many
of the sacks will be reusable. Hence the total net costs for sacks is much less than the estimates
provided here.

The 2" mgjor cost item reported was transportation and the 3 was labor for loading and unloading.
These two items together totaled LE 3.27. Expenditures for CATGO graders varied considerably
betweentraders. Obvioudy few of thesetraderscalled on CATGO graders because CATGO charges
LE 1.70/Kt for grading at agin and LE 3.40/Kt. for grading at a private saes
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Table 6-6:

Sour ces of Capital Reported by 64 Private Traders
(No. of Traders)

Per cent of Financing for cotton purchases

Sour ce of Financing 1-20 21-40 41-60 61-80 81-100 | Total
No.
Own capital 4 5 8 8 33 58
Private trading co 4 5 1 3 13
PBDAC 1 1 1 1 4
Public trading co 1 2 3
Relatives 2 1 3
Friends-neighbors 1 1 1 3
Public bank 2 2
Other 1 1 1 3

ring (9, Annex VI). Based on these reported expenditures and the CATGO charges, only 8 percent
of the cotton bought by these traders was graded by CATGO graders.




6.4.6 Preferred Method of Buying

Ninety five percent of these traders reported that they prefer to buy cotton directly from farmers.
About 60 percent of these traders prefer this method because they think it is the easiest way to buy
cotton and the other 40 percent reported that this method of buying was the most profitable.

6.4.7 Quantities Purchased

These 64 private traders purchased an average of 2,386 Kts. of seed cotton (Tables 6.8 to 6.10).
However, the quantity purchased varied greatly with the method of purchase and the variety.
Almost 3/4ths (73 %) of the cotton purchased by these traders was purchased directly from farmers

and 20 percent from other traders.

Table 6-7: Private Traders Average Buying Costs

(LE per kentar
Governorate
Cost item Behr. Daga. | Ghar. Shar. B.Suef | Fyom. | Total
Sacks 7.00 4.71 6.63 6.11 5.17 3.50 5.60
Transportation 272 1.75 2.25 247 2.71 192 2.37
L oading-unloading .61 43 1.63 153 .58 .94 .90
CATGO grading .38 A2 .26 1.01 .28
Other grading .07 01
Security guards .02 A1 01 .02 .03
Other labor 111 1.00 12 31 .60 A3
Official costs 14 113 31 .02 .23
Other A2 .92 112 35
| Total 11.46 8.03 11.25 10.24 10.40 9.10 10.19

Table 6-8: Quantities of Seed Cotton Purchased by the 64 Sample Private Traders,
by Type of Market and Governorate

(Seed Kentar)
Governorate

Method of buying Behr. | Daga. | Ghar. | Shar. B.Suef | Fyom. | Total
Directly from farmer 1,810 3955 | 25965 | 50074 | 16,725 | 12949 | 111,478
Other traders 8,000 185 2,000 | 20,125 0 30,400
Private salesrings 9,720 9,720
Other sour ces* 1,125 1,125
Total 9,810 4140 | 25965 | 53199 | 36,850 | 22,759 | 152,723

*This response probably indicates that some traders did not want to reved their activities.

Thesetradersreported only one private sdesring (in Fayoum). Itistheonly known successful privatdy
operated ring in the country. ATICOT, alarge private trader, opened two private ringsin Minyabut
received no cotton this season. They did not have cotton graders on hand and thusfarmers chooseto
ddiver their cotton to the PBDAC rings.
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Table 6-9: Quantities of Seed Cotton Purchased by the 64 Sample Private Traders,
by Type of Market and Variety

(Seed Kentar)
Variety
Method of buying G-70 G-86 | G-89 G-85 G-80 G-83 | Total
Dir ectly from farmer 3,010 | 21,125 7265 | 50204 | 16,725 | 12949 | 111478
Other traders 8,185 2,000 | 20,125 Q0 30,400
Private salesrings 9,720 9,720
Other sources* 1,125 1,125
Total 3,010 | 29510 7265 | 53329 | 36850 | 22,759 | 152,723
*See Table 6.8.

Private tradersand village cooperativeswith asmall volume of cotton had difficulty obtainingaCATGO
grader to come frequently to their ring. The CATGO graders did not want to come to aring weekly
if the volume of cotton wassmdll, but if the CATGO grader did not come often then the farmerswould
have to wait for along timeto sl their cotton and they would sl their cotton some other way. Thus,
the avallability of a CATGO grader could determine the success or failure of a private ring.

Seed cotton purchased fromother traderswasin turn purchased directly from farmers. Weknow that
none of this cotton came from PBDAC rings or from private rings.

Table 6.10 presents a distribution of the traders by total quantity purchased for the season. This
digributionisrather bimoda. About haf of the traders (32 of 62) buying from farmerstraded between
100 and 1,000 Kts. while another group of 16 traders (26 %) traded between 2,000 and 5,000 Kts.
Most of this 2 group of traders were from Sharquia and were trading for or were themsdlves
dawaliib.

The remaining traders were distributed over a wide Sze range of operation. Actudly, one private
trading company in our survey purchased atotal of 21,000 kentars of three varieties of cotton directly
from growers. But also, one trader reported purchases of only 15 kentars. So the full Size range was
from 15 kentars to 21,000 kentars. Excluding the trader who purchased 21,000 kentars, the 61
remaining traders purchased an average of 1,483 kentars each.

6.4.8 Salesof Cotton
For the sample as awhole, 69 percent of the cotton that was purchased was sold as seed cotton but
al was sold as seed cotton in three of the sample governorates (Table 6.11). Ginning and salesaslint

cotton was found in Fayoum, Beni Suef, and Sharquia. Some of this cotton in Sharquiawastraded by
the dawaliib.
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Table 6-10: Classification of Tradersby Method of Purchase and Size Class

Size Class Private | Directly From Other Other Total
(Kentar) Rings Farmers Traders Sour ces

L ess than 100 7 2 9
100-499 20 1 21
500-999 12 12
1000-1999 4 2 1 7
2000-4999 16 3 19
5000 or more 1 3 2 6
Total number 1 62 10 1 74
Average (Kentar) 9,720 1,798 3,040 1125 2,351

Table 6-11: Salesof Seed Cotton and Lint Cotton by 64 Sample Traders

Seed Cotton
Purchased Sold as Seed Sold asLint Not Sold as
Governorate (Kentars) Cotton Cotton Y et
Behira 9,810 9,810
Dagahliya 4,140 4,000 50
Gharbiya 25,965 25,965
Sharquia 53,199 23,452 19,252 10,495
Beni Suef 36,850 21,850 17,250
Fayoum 22,759 19,759 3,480
Total 152,723 104,926 39,982 10,545

Twelve of these 64 traders reported that their cotton would be ginned by the dawaliib. These are
gmdl, unofficid gins that use the cotton for mattresses or for furniture upholstery.  The government
regards these gins as illega because many of them gin cotton of severd varieties and the seed then
becomes mixed and some is sold to farmers for planting. Eight of these traders reported that they
owned these gins, which dso must be dawaliib. Ddivery to the dawaliib ginswas reported only in
Dagahliya (110 Kts)) and in Sharquia (11,400 Kts.).

The price of lint cotton used for mattresses and upholstery is currently LE 6/ Kg. Hence when cotton
prices decline the vaue of cotton in these usesis as great or higher than the price paid by spinnersfor
the lower valued varieties such as Giza 80, 83 and 85. For example, with aginning outturn of 1.20 a
seed kentar of Giza 85 will produce 60 kg of lint which would have aretall vaue of LE 360 and the
seed would have avaue of about LE 50 for atota retail value of LE 410. Thusadawaliib operator
can afford to pay a very competitive price this season. This price becomes a de facto floor price for
cottoninthat area. The mgor marketsfor these usesarein Cairo and Damiettaand thusthedawaliib
have treditionaly operated mainly in Sharquia

Aswas expected, most of these small traders sell the cotton they buy to private companies (30 of 62,
and about 50 % the totd sales, Table 6.13). Asindicated earlier, most of these traders have worked
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for various companies for severa years. Sdlling to other traderswas 2" in number and sdlling a sdes
ringswas 39. Mogt of the sles at PBDAC rings were in Behira governorate by traders of Giza 70.

Surprisingly, 8 of the 64 traders reported that they sold cotton this season to public trading companies
and three to public ginsfor atotal of about 30,000 Kts. or 25 percent of all sales. It had been reported
that public trading and ginning companies wereto buy only in the officid sdesrings, the PBDAC rings
and the cooperatives.

Table 6-12: Types of Buyersto whom Small Traders Sold
(No. of traders)

Governorate

ltem Behr. | Daga. | Ghar. | Shar. B.Suef | Fyom. | Total
Domestic spinners 1 1 2 4
Other traders 3 4 8 1 16
Private trading company 7 4 13 4 2 30
Public trading company 1 1 4 2 8
Public gins 1 2 3
PBDAC Salesrings 8 5 2 15

Four of thesetraders sold directly to domestic spinners. Thetrade with spinnersinvolved about 30,000
seed kentars (Table 6.13) which actualy represented about 25 percent of thetotd sdesby thisgroup
of traders. As we reported earlier (Chapter 4), loca spinners purchased seed cotton directly at
PBDAC ringsthisseason for thefirg timein many yearsand dso purchased large quantities of lint from
the larger private traders.

6.4.9 InactiveTraders

Sightly over 1/4™ of the sample traders (28 %) did not trade cotton this season (Table 6.14). Of these
25 sample traders, 19 were registered traders. Thesetraderswere asked "What wasthe main reason
why you did not trade cotton this season?' The reason given by 36 percent of this group was the
uncertainty of the market, with financing problems as a close second place (32 %), while 12 percent
said cotton trading was not profitable. This group was then asked to respond to a group of prepared
reasons (Table 6.15) asto why they did not trade this season. The results here are very smilar to the
responses above, namely that market uncertainty and financing problemswere the mgor causeslisted.
"Changes from lagt year" means changes in government regulations. Thisitem contributesto, and may
be amagor cause of the market uncertainty.

6.4.10 Sourcesof Market Information
All 89 traders in the survey were aso asked to respond to some questions about their sources of
informationand they were given achanceto expresstheir opinions on several matters (Tables6.16 and

6.17). These traders indicated that the MALR was the best source of information about cotton
production and the ALCOTEXA was the best source of information on cotton prices.
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Table 6-13: Quantities of Cotton Sold by the 64 Traders, by Type of Buyer

Governorate
Type of buyer Behr. Daga. | Ghar. Shar. B.Suef | Fyom. | Total
L ocal spinner (seed) 2,718 2,718
12,112 | 17,250 3,480 32,842
(lint)
Other traders (seed) 1,140 7,150 71 8,361
Other traders (lint) 7,140 7,140
Private Trade Co. 2730 | 10650 | 17,402 | 14,700 | 15220 60,702
Public Trade Co. 8,000 220 5,000 650 13,870
Public Gin 15,000 1,050 16,050
Salesring 1,810 315 1,100 3225
Totals (seed cotton) 9,810 4000 | 25965 | 23452 | 36,850 | 19,759 | 104,926
(lint cotton) 19,252 3,480 39,982

Table 6-14: Voluntary Responses asto Why Private Traders did not Trade Cotton this

Season
Governorate

ltem Behr. | Daga. | Ghar. | Shar. | B.Suef | Fyom. | Total
Sample Size 15 14 14 18 14 14 89
Number of traders 9 8 8 18 12 9 64
No. who didn’t trade 6 6 7 2 5 25
Reasons not trading (No.)

Market uncertainty 2 3 3 1 9

Financing is not available 1 3 1 1 2 8

Both of the above 2 2

No profit in cotton 1 1 1 3

L ow production 1 1

All other 1 2 1 1 5

Thesetraders were asked to compare international cotton pricesthis season with prices of last season,
the responses were: "the same'’ = 57; "lower” = 31 and "highe™ = 1. In redity, internationa prices
were much lower this seasonthan last season. Hence these resultsindicate that these traders were not
wedl informed on thisissue. On the other hand, the tables of officid prices of seed cotton, which these
tradersrelied oninther trading, were the same aslast season and Joint Ministeria Decree 1014 stated
that the seed cotton prices were to reflect the international prices.
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Table 6-15: Responsesto Specific Questions Regar ding Reasons for not Trading Cotton

this Season
(No. of Responses)
Possible reasons Yes No
Uncertainty about the market 17 8
L ack of financing 16 9
Changes from last season 16 9

L ack of information 18

Changes during season 18

Didn’t know GOE regulations 21

7
7
Reduction in export prices 6 19
4
2

LNo chance to get PBDAC rings 23

Table 6-16: Sources of Information about Cotton Production in Egypt

Governorate
[tem Behr. | Daga. | Ghar. | Shar. B.Suef | Fyom. | Total
Sample Size 15 14 14 18 14 14 89
No who listed:
MALR 12 6 12 13 14 14 71
ALCOTEXA 4 I 8 19
Other traders 3 4 1 8
Gin companies 2 2
Radioand TV 1 2 2 5
Trading companies 1 3 8 12
Table 6-17: Sources of Information about Cotton Pricesin Egypt Reported by Private
Traders
Governorate
ltem Behr. Daga. | Ghar. Shar. B.Suef | Fyom. | Total
Sample size 15 14 14 18 14 14 89
No. who listed:
MALR 2 4 2 5 2 1 16
ALCOTEXA 12 10 5 14 13 14 68
Other traders 2 7 2 3 14
Gin companies 2 2 4
Radioand TV 2 2 4
Other companies 1 5 3 11 20
PBDAC 1 8 9
rings
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6.4.11 Plansfor the Future

The 89 traders were asked if they would trade cottoninthefuture. The mgority (84 %) said thet they
would trade cotton inthe future. It isencouraging to note that these traders have not been discouraged
by the market uncertainties of recent years. Of the 75 that said they would trade cotton, 48 traders (64
%) said they would do so becauseit is profitable and 12 said they would trade because they think the
market will get better in the future. This meansthat of the 25 traders, who did not trade this year, 11
will return to the cotton market in the future. Of the 14 that said they would not trade cotton in the
future, nine said they would not because the government regulations are too uncertain.

6.4.12 Setting Floor Pricesfor Cotton

Most of these traders (71 %) believe that the GOE should set floor prices for seed cotton for next
season. The remainder of the traders prefer that the prices should be set by supply and demand. A
mgority of thosewho want floor prices (39 of 63) believefloor prices are needed to encourage farmers
to grow cotton.

6.4.13 Comparison of Market with Last Season

Traders were asked: "Was the market more competitive this season than last season?!

Of the 89 traders, 81 percent said "No" and only 19 percent said "Yes'. Most (82 %) of those who
sad, "Yes' did so because they said that prices were changing. Of those who said "No", 58 percent
did so because they thought the rings were distributed to the large traders only. An additiona 11
percent (8 traders) said that the government was subsi dizing those traders who bought & therings, and
13 percent (9 traders) said "No" because the prices a the rings are fixed, not competitive.

6.5  Seed Cotton Trading by Large Private Traders

The survey discussed aboveincluded mainly smaler private traderswho do not export cotton and most
of whom did not ddliver cotton to the gins. In addition, many of the larger traders, both public and
private, were interviewed (See Annex I11)*. The sample Sze here conssted of three public firmsand
15 private firms.

These private firms obtained seed cotton from three sources; PBDAC sales rings, cooperatives, and
from traders or brokers, including each other (Table 6.18). Theselarge private firms reported buying
about 147,000 kentars of seed cotton from other private traders, brokersor directly for farmers. CIT-
HC a0 reported ddiveries to gins by other smal companies so that tota ddiveries to the gins,
obtained from purchases directly for growers, was about 168,400 Kts.

The resultsfrom the survey of smadl tradersindicate that the quantities sold by the small tradersto other
private traders and private companies totaled about 70,000 kentars (Table 6.13) and was very likely

2 The questionnaire was primarily a guide for discussion since in most cases many other additional
topics were discussed.
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dl included in this 168,400 kentars. The smal private traders reported other salesto dawaliib (Table
6.11), which are not included in the 168,400 Kts.

Hence, included in Table 6.18 is an estimate of purchases of 30,000 Kt. by other tradersnot listed, all
of which were assumed to be delivered to the dawaliib. In the survey of small traders discussed
above, these traderswilling reported that they were selling over 11,000 KT to thedawaliib. Our past
experience with these types of tradersisthat they tend to under-report thistype of activity and only a
small share of these traders are willing to report this activity a al. Thuswe esimate thet in the entire
country 30,000 Kt, at a minimum, and perhaps more, were sold to thedawaliib. Estimatesof sdes
to the dawaliib by variety were also made, but these estimates are not very dependable. Since
Sharquia governorate seemsto bethe areaof concentration of thedawaliib, we estimated that 20,000
kentars of Giza 85 were sold to the dawaliib. Table 6.19 contains estimates of sales to dawadliib by

vaiety.
6.6 Total Private Purchases and Ddliveriesto the Gins

Thus, in total we estimate that the private sector purchased about 198,400 kentars through private
traders or brokers outside of the PBDAC rings and cooperatives. This represents about 5.3 % of the
total seed cotton crop. Including the sdesto thedawaliib, privatetraders (including EMEPAC) traded
atota of 1,760,740 kentar in the 1999-2000 season, which was 44.6 percent of thetotal crop of seed
cotton (Table 6.18). The private traders obtained 873,404 kentars (49.6 %) a PBDAC rings,
689,780 kentars (39.2%) from cooperatives and 197,556 kentars (11.2 %) through private traders
and brokers direct from growers (Figure 2). Of the 44.6 percent purchased by private firms,
EMEPAC purchased 6.5 percent leaving 38.1 percent for the other private firms

6.7 Preferred Methods of Buying Seed Cotton of Private Firms

Private companies differ in their preferences regarding the method of buying cotton. Thirteen private
firms bought cotton at the PBDAC rings. Al-Watany reported that the export prices were not known
a thetime the PBDAC rings were distributed and they were reluctant to make commitments to buy
seed cotton with so little knowledge of sdlling prices. Of course, other firmsfaced thisStuation aswell.
The price uncertainty prompted Al-Watany management to avoid commitmentsto buy a the PBDAC
rings. Later, when the deficiency payments scheme was announced, traders were led to believe that
deficiency paymentswould not be paid on cotton purchased directly from farmers, snce documentation
of the price paid would not be available. Hence the management of Al-Watany fdt that their only
choice for buying was through the cooperative societies.

Many companies, including Tanta Company, said they would have preferred to buy more, or dl of their
cotton through the rings but they didn't get the number of rings they requested. Many traders report
that the mgor reason for buying cotton at the rings or through cooperativesis that these methods are

% EMEPAC, also known as El Bostania, has close ties with the Horticultural Service Unitin MALR and hasan
exclusive arrangement to obtain all of the lint from cotton grown for seed multiplication purposes. It does not
compete in seed cotton purchases, as do the other private firms. Full details on the operations of this company
were not availabl e since the management of this company chose not to cooperativeerate in making their data
available.
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just eeser than buying directly from farmers. Nefertiti chose to buy cotton from farmers at itsgin in
Minyaand through the cooperative societies. The company management reported that they do not
want to buy through PBDA C rings because they want to sdlect the cotton they buy. They do not want
to be obligated to purchase al of the cottondelivered to therings. The main concerns seem to bethe
requirement to take al of the cotton ddlivered to the rings or cooperative collection centers versus the
extra cogsinvolved in buying directly from individud farmers.

The quantity of purchases from traders and brokers varied considerably between companies. Some
companies avoided this method because they weretold that they would sacrifice the deficiency payment
if they bought viathis method. One company bought the bulk of its cotton from the PBDAC rings but
had contracts with spinners and had to buy a smdl amount this way to fill its contracts.

The increase in sdles by the cooperatives this season is consdered to be mainly due to the fact that
private companies did not obtain the number of PBDAC rings requested and dueto the announcement
regarding deficiency payments. The cooperatives were designated as officid markets, in terms of
deficiency payments. After the PBDAC ringshad been alocated, some of the private traders, who had
not received the number of rings that they had requested, began to negotiate with the cooperatives to
purchase additional cotton. 1n 1994, the first year of market liberdization, Al-Ahli Company bought
30 percent of the entire seed cotton crop through cooperatives (6, Table A-3).

6.8 Concentration in the Private Sector

Severa new privatefirmsentered the seed cotton market thisseason. Asmany as 10 new firmsstarted
to buy seed cotton, ginit and el it aslint cotton this season. Most of these new firms bought cotton
only directly from growers. Thisin creasein numbersisahedthy Stuation interms of competitiveness.
Freedom of entry of new firms is a necessary condition for a competitive market. The larger the
number of private firms, the more competitive will be the market with the benefit of higher pricesbeing
passed to the farmers.

Another sign of a healthy, competitive market is a low degree of concentration (Table 6.20). The
private sector firms delivered 44.6 percent of the seed cotton to the ginsthis season. Thisincluded 18
firms, including EMEPAC, listed in Table 6.18, plus some additiond firms. Excluding EMEPAC, the
remaning 17 firms delivered 37.7 percent of the seed cotton to the gins. Four of these 17 firmsresold
their seed cotton to larger private firms and one firm sold al of its seed cotton to apublic gin. Hence,
we have 12 remaining private firms that resold their cotton as lint cotton.

The largest of these 12 private firms, Modern Nile, traded over athird (38.2 %) of the private market
share and 14.4 percent of the total seed cotton. It had a volume that exceeded that of any public
trading firm. Each of the public trading firms traded about 8 percent of the seed cotton. Last season,
the largest private firm, the same firm) purchased 54 percent of the entire private market share.

Another hedlthy development this season wasthe entry of four spinning companiesinto the seed cotton

market. Also, inour survey of smdl traders(Tables6.12 and 6.13), three small tradersreported sdlling
their seed cotton to gins.
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The CIT-HC reported that there were 5 other smal firms and severa individua brokers included as
"other" in the data they reported (Table 6,18). Thus, intotd, there were six public trading companies,
three public ginning companies, four spinners, 23 private firms and someindividua brokers, for atota
of 36 companies and a few individuas which bought seed cotton and ddlivered it to the ginse. This
isby far the greatest number of companies that have delivered seed cotton to ginsin Egypt
in 35 years. Just last season, 1998-99 thetotal number of companies delivering cotton to the ginswas
only 19 (9 public and 10 private).

6.9 I nformation Needs

This seems to be a season when traders were frequently expected to make decisions with poor
information. The PBDAC rings were distributed before the export prices were known, so the buyers
were expected to make commitments on buying seed cotton without knowing wheat he could sl it for.
If the prices turned out to be too low, then he could cancel his agreement to accept the rings that had
been dlocated to him.

Asdated earlier, smdl traderswere very poorly informed about international prices. Asin prior years,
mogt private traders continue to report that the production data provided by the MALR during the
marketing season are not reliable. Even the public trading companies use their fidd daff to assemble
production estimates, which they rely on, in place of the MALR published estimates.

Table 6-19: Seed Cotton Purchased Directly From Growers

(Kt.)
Delivered to official
Variety gins Delivered to Dawaliib Total

Giza 70 105 105
Giza 86 45,689 2,000 47,689
Giza 89 38,29 2,000 40,296
Giza 85 40,440 20,000 60,440
Giza 80 32,727 3,000 35,727
Giza 83 10,299 3,000 13,299

Total 167,556 30,000 197,556

Source: Déliveriesto officia ginsfrom CIT-HC, Ddliveriesto dawaliib estimated.

% As stated before, there were many more private traders buying directly from farmers. Only three of these 36
firms bought exclusively from farmers.
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Table 6-18: Seed Cotton Purchased by Private Companies and Ddlivered to Gins
and Dawaliib, 1999-2000

(Seed Kentar)

Company PBDAC Traders& Total
Rings Cooper ative Brokers
Societies

Modern Nile 273,013 279,061 721 552,795
Tanta Trading Co. 75,444 72,499 103,177 250,820
Nile Ginning 48,075 149,199 20 197,24
El -Dabbah (ATICOT) 45,656 38,486 7,067 91,209
NASSCO 99,093 --- 127 99,220
Talaat Harb 39,183 26,613 7,750 73,546
El-M abrouk 28,935 --- 10,269 39,204
Al-Watany — 36,877 203 37,080
Benha (Al-Attar) 28,450 1,694 30,144
Dawlia 22,668 22,668
Nefertiti — 16,265 12,355 28,620
M. Abdel Rahman 17,066 17,066
El Sayed/M adawi 8,636 8,636
Shamal El Saeid 2,988 2,988
El Safa 7,000 7,000
Sekem 2,308 2,308
Al Shark 4 A4
Others 13921 13921
Total of above 688,907 619,000 167,556 1,475,463
EMEPAC (El Bostania) 184,497 70,780 255,277
Dawaliib 30,000 30,000
Total private purchases 873,404 689,780 197,556 1,760,740
Per cent of purchases 49.6 39.2 112 100.0
Per cent of crop 221 17.5 5.0 44.6

Sources. Data ontotal deliveriesto officia ginsfrom CIT-HC. Estimates of purchases of some smaller
companies obtained from the companies. Deliveriesto dawaliib estimated by authors.
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Figure 2: Sources of Seed Cotton of Private Trading Companies
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Table 6-20: Concentration of Private Sector Firmsin the Seed Cotton M ar ket

Private firmsranked by share | Percent of private sector Per cent of total seed
Of market deliveriesto the gins cotton deliveriesto the

gins

Firm #1 38.2 14.4

Firm #2 17.0 6.4

Firm #3 134 5.0

Firm #4 7.3 2.8

Firm #5 6.7 25

Firm #6 5.0 1.9

Firm #7 2.7 1.0

Firm #8 2.5 0.9

Firm #9 2.0 0.8

Firm #10 1.9 0.7

Firm #11 15 0.6

Firm #12 0.6 0.2

Two of the private trading companies have developed their own techniques and market information
system for buying seed cotton. One company has invested in equipment to determine the micronaire
of the cotton fibers. They set samples of cotton from throughout the growing areas and use that
information to salect the areas and then the salesrings that they want to buy in. A second company,
and perhaps other traders do this as well, tested the ginning outturn of the seed cotton in many areas

before they decided what areas in which to buy cotton and what price to pay.

6.10 Market Uncertainty

57




Practicdly every privatetrader, smdl or large expressed the opinion that the uncertainty of Government
policiesand regulationswas the biggest sngle problem they facein cotton marketing. They point tothe
changing market rulesfrom oneyear to the next and the changing policieseven withinayeer toillusrate
their point. One registered trader pointed out that no one can depend upon cotton trading as his only
source of income. He pointed out that Snce privatization was started in 1994 there have been some
yearswhen it wasimpossiblefor the private trader to make any profit in trading seed cotton (1996-97).
And s0 abusinessman must depend on trading other commodities or doing other things besides cotton.
Hemust have other income. Thistrader's observationsare borneout by the survey data. Inthe survey
of samdl traders (Table 6.1), it was found that most of these traders trade many agriculturd
commodities. The sameistrue for many of the larger private cotton traders. Few if any of the large
traders confine their business activities to cotton. Some have other business interests within cotton
besdes trading, some trade other agricultural commodities, and others have businessinterestsoutside
of agriculture. They find the cotton market too uncertain to depend upon it as their only source of
income.
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7. TRADING OF SEED COTTON BY PUBLIC COMPANIES

7.1  Purchasesof Seed Cotton by Public Trading Companies

The public trading companies reported that they were not permitted to purchase cotton directly from
growers this season, or did any of the public companies purchase seed cotton from the credit
cooperatives. The public companieswere required to purchase only through officid channels because
of the deficiency payment scheme. Officia rece ptswould be needed to document dl sdles. Thepublic
trading companies made purchasesfrom the Agrarian Reform and the L and Reclamation Cooperatives
with 82 percent of their seed cotton purchased a the PBDAC sdlesrings and 18 percent coming from
cooperatives.

However, in the survey of 89 smal private traders, 8 traders reported that they sold cotton which they
purchased directly from farmers to one or more of the six public trading companies and 3 traders
reported that they sold seed cotton to the public gins. Three of these traders also reported that public
trading companies had financed their buying operations. Thetota quantity of seed cotton involvedin
these trades was reported to be nearly 30,000 kentars. These quantities were probably reported by
the public companies as purchases from PBDAC rings o that the total purchases, as reported in
Table7.1, may be correct but the sourcesare dightly in error. Intotd, the six public trading companies
purchased 47.6 percent of the seed cotton delivered to the officia gins.

Table 7-1: Trading of Seed Cotton by Public Trading and Ginning Companies

(Seed Kentar)
Purchased at Purchased from | Total Delivered to
Company PBDAC Salesrings | Cooperatives the Gins

MISR Export 250,278 61,129 311,407
Alex. Commercial 224,523 68,157 292,680
Al Kahira 236,330 47,647 284,527
Alcotan 262,193 74,078 336,271
Eastern 238,343 54,781 293,124
Port Said 284,251 65,663 349,914
Total (Trading Cos.) 1,496,468 371,455 1,867,923
Delta Ginning 50,311 — 50,311
MISR Ginning 39,574 39,574
El-Wadi Ginning 61,511 61,511
Total (Public Gins) 151,396 151,396

Grand total 1,647,864 371,455 2,019,319

Source: CIT-HC, ddiveries to 12 March 2000.
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7.2  Seed Cotton Purchases by the Public Ginning Companies

The three public ginning companies reported that they confined their seed cotton purchases to the
PBDAC sdes rings (Table 7.1) (see paragraph above). The purchases of these three ginning
companies declined dragticaly from 329,587 Kt. last season to only 151,396 Kt in 1999-2000 or 3.9
percent of the seed cotton. Since the gins were confined to purchases at the PBDAC sdesrings, and
these rings are dlocated under the supervison of the CIT-HC, it was obvioudy a government policy
decision to reduce the market share of these public gins. In effect, the reduction in seed cotton
purchases by the public gins increased the amount of cotton available to be purchased by the public
trading companies.

7.3  Seed Cotton Purchases by Domestic Spinners

For thefirg time in recent history, spinners entered directly into the seed cotton market. During the
1999-2000 season four domestic spinners requested and were granted

51 (6 %) PBDAC sdesrings. These four companies purchased four percent of the total seed cotton
crop (Table 7.2). Notethat the spinnersdid not purchaseany Giza45 and very little Giza70. Interms
of quantity, they purchased mainly Giza 85 and 86 but they aso purchased amost 10 percent of the
Giza 80 crop. These varieties appear to be the choice of these spinning companies. These four
spinnersentered into an agreement with Delta Ginning Company, whereby Delta sdlected and managed
the PBDAC sdesrings and in return the soinning companies deivered most of this seed cotton to the
Ddtaginsfor ginning.?’

It will be interesting to see if spinners continue to buy seed cotton in the future. Perhaps the spinning
mills entered the seed cotton market thisyear only because of the smal crop and fears of ashort supply
of lint. Perhaps direct purchases of seed cotton by the spinners will diminish the need for the public
trading companies and more quickly lead to their demise. Some spinners were aso more aggressive
in buying lint cotton this season (see Chapter 10). Some of the tradersin our survey of small traders
a0 reported selling their cotton to domestic spinners (see Table 6.13).

Intota, the public companies purchased 2,177,361 kentars of seed cotton this season, or 55.5 percent
of thetotd delivered tothegins. Of thisamount, 371,455 kentars (17 %) camefrom cooperativesand
the balance of 1,805,906 kentars (83 %) camefromthe PBDAC rings. Actudly, someof the 64 small
tradersinterviewed reported that they bought 30,000 kentars of seed cotton this season directly from
growers and resold it to public trading or ginning companies. This cotton was probable reported as
received at PBDAC rings so actual receiptsat PBDAC rings may have been about 1,775,906 kentars.

2 A smal amount of the seed cotton purchased by the spinning companies was
designated for production of planting seed and thus had to be delivered to an El Nil gin
that was designated by the MALR to gin this cotton..
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Table 7-2: Purchases of Seed Cotton at PBDAC Rings by Domestic Spinning Companies,
by Variety, 1999-2000

(Seed kentar)
Varieties
Spinning company | G-70 G-86 G-89 G-85 G-80 G-83 Total
MISR-Iran 21,395 19,178 6,029 1,039 47,641

MISR- Mahalla 4,863 | 24,383 9815 | 10,668 13559 | 11,879 75,167

DagahliyaS& W 722 2217 | 3592 6,531
Tanta S& W --- --- 3501 16,215 8,987 --- 28,703
Total 4863 | 45,778 14,038 46,061 30,792 16,510 158,042
Per cent of crop 11 5.0 13 7.0 8.2 35 4.0

Source: CIT-HC. Fina deliveriesto gins.
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8. GINNING

8.1  Ginning Outturn

The ginning outturns of al varieties except Giza89 were higher this season than in the previous season.
A high ginning outturn not only means more lint cotton per seed kentar but a high ginning outturn o
indicates better cotton maturity whichis correlated with better fiber strength. Thus, the crop thisseason
was generdly abetter quality crop than the crop of last season. Thisimprovement was most likely due
primarily to the wesather.

Table 8-1: Ginning Outturns by Variety, 1998-99 and 1999-2000
(Based on ddliveriesto ginsup to 4 Dec. 1999 and compar able period in 1998-99)

Variety 1998-99 1999-2000
G-45 9% 101
G-70 108 115
G-76 100 Not grown
G-77 107 Not grown
G-86 116 117
G-89 118 116
G-85 120 120
G-80 109 118
G-83 113 115
All Varieties 1153 116.7
Source: CATGO

8.2 Trader's Choice of Gins

There currently are 6 ginning companiesin Egypt, three public ginning companies, (MISR, Ddta and
El Wadh), two that formerly were public companies that have been sold to private owners (El Arabia
and El Nil)® and one private trading company that built anew gin (Nefertiti)2e. In the survey of large
traders, thesetraderswere asked if they had chosen the ginswherethelr cotton wasginned.  All public
and private traders reported that they have complete choice in the sdection of the gins where their
cotton is ginned, within the limits of the varietd restrictions set by the MALR.

2 Seereference No. 6 for more details on the ownership of these private companies.
2 Much more detail on the ginning sector is availablein reference No.14.
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Dueto the MALR redtrictions on ginning, (only one variety per gin and the ginning of seed cotton for
planting only in designated gins) some companies mugt gin their cotton in gins owned by others. For
example, Modern Nile purchased 116,000 Kt of Giza 85, but El ArabiaGinning hasno ginsin Sharkia,
the mgjor G-85 producing area, so Modern Nile was forced to gin this cotton in gins owned by other
companies.

The data (Table 8.2) indicate that the public traders had atendency to ddliver their seed cotton to the
public gins (76 %) rather than to the private gins (24 %). Therewereaso rumorsin thetradethat the
public traders were expected to deliver their cotton primarily to public gins.

In the survey of private traders, the traders reported that the ginning companies are generally
competitive on chargesfor ginning and dso may provide other services, such asthe cost of transporting
the seed cotton to the gin and storage of the lint cotton after ginning. Traders report that they can
and do choose a specific gin onthebasisof sarvices, including the ginning charge, itslocation reative
to their cotton sources, the equipment in the gin, the reputation of that specific gin for ginning qudity,
and the expected timing of the ginning sarvice.

8.3 Market Sharesof Ginning

Four ginning companies were engaged in cotton trading as well as ginning this season, the three public
gnning companies (see Table 7.1) and El Nil Company. The Nefertiti gin, Shamd El Saiad, in Minya,
did not trade cotton, however the Nefertiti Co. had buyers stationed at the gin to buy seed cotton
ddivered to the gin. Thisgin ginned only the cotton purchased by the Nefertiti Company.

El Arabiais owned by the Modern Nile Group, which aso ownsthe Modern Nile Trading Company.
El Arabia purchased seed cotton in prior years but dl cotton trading this season by this Group was
done by Modern Nile Trading and none by El Arabia. But again, Modern Nile buyers stationed at the
El Arabia gins bought smal quantities of seed cotton from growers. During this season, El Arabia
ginned 150,875 Kt. for the Six public trading companies, 503,434 Kt. for Modern Nile, and 107,968
Kt. for nine other private trading companies.

The El Nil Company ginned 378,810 Kts. for public companiesin 1999-2000. It ginned mogt of the
cotton that it purchased (198,000 Kt.) and about 68,500 Kt. for private trading companiesincluding
Modern Nile, Talaat Harb, Nassco, and Al-Bostania (EMEPAC) and dso a small amount for Tanta

Spinning Company.

Data were not available on quantities of cotton received by the public ginning companies classfied by
ownership. Datawere available on tota gin receipts for each company and data are also available on
total ownership of seed cotton which were used to caculate the market shares (Table 8.2). Some
estimates were made of shares ginned by each public company (Table 8.1) but these estimates are not
criticd to our anayss.

Ddta Company has been more aggressive in recent years and has gained in market shareasshownin
Table 8.2 and Figure 3. The receipts of seed cotton at Deltawere sharply higher than & MISR or El-
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Wadi this season. Delta has formed a working partnership (no ownership relationship) with Nassco,
a private company, whereby Nassco ingtalled UD bale presses at three of the Deltagins. Thesethree
gns are in areas that produce Giza 70 and Giza 86, both export varieties, and of which Nassco
purchased large quantities this season. Thus, Delta gins most of the cotton purchased by Nassco
Company. Ddtaalso ginned about 150,000 Kts. of seed cotton purchased by four spinnerswho are
under the same holding company as Delta ( Section 7.3).

Most of the gins of the MISR Company arein Upper Egypt where Giza 80 and 83 were grown. The
private sector purchased 55 percent of the cotton in Upper Egypt thisyear. This brought MISR most
of its business with the private sector.

Table 8-2: Ddiveries of Seed Cotton to the Gins, by Ginning Company, 1999-2000

(Seed Kentars)

Ginning Company | Cotton Owned By Cotton Owned Total

Public Companies | By Private Companies (Kts)
El Arabia* 50,900 611,419 762,319
El Nil* 378,810 263,545 642,355
Nefertiti* 28,511 28,511
Delta 713,146** 340,000** 1,053,146
MISR 419,838** 230,029** 649,867
El-Wady 518,886** 243,020** 761,915
Total 2,181,580 1,716,533 3,898,113

Sources. Quantity of cotton reported by CIT-HC, El Arabia, El Nil, and Nefertiti. *Privately owned. **
Edtimated. (Ddliveries up to 28 Jan. 2000)°

The market share of the private sector declined s lightly in 1999-2000 relative to last season. Thisis
true despitethat fact that the private sector share of seed cotton purchaseswas higher thisseason. This
strongly indicates that the public trading companies shifted, to some extent, from ginning in the private
ginslast season to more use of the public gins this season.

8.4 Privatization of Gins

El Arabia Company was privatized in October 1996 and El Nil Company in July 1997. No additional
public gins have been privatized since then. Four private trading companies had expressed interest in
buying Delta Company, closing some of the gins and dividing the remaining gins between them.
However no ded could be struck with the GOE (14). The mgor sumbling block isthe decison of the
three rlevant holding companies to retain the land on which these gins are located on a 25-year lease
ingead of sdling theland. The GOE fedsthat El Arabia made windfal profits from closing gins and
Hling the land. The GOE wishes to avoid this profit-taking by the purchasing companies through
leasing but not sdlling the land. This policy has staled the privatization process.

% The estimates in this table differ from those in Tables 8-1to 8.4 and in previous chapters because of
differencesin data sources. The data provided by CIT-HC on final deliveriesto the gins did not specify the gins
delivered to.
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Table 8-3: Estimated Market Shares of Ginning, 1999-2000
(Kentar and Per cent)

Ginning Companies Cotton owned By Cotton owned By Total
public Companies private Companies

(KT) (KT) (KT)
Private 529,710 903475 1,433,185
Public 1,651,870 813,058 2,464,928
Total 2,181,580 1,716,533 3,898,113

(Per cent) (Per cent) (Per cent)

Private 24.3 52.6 36.8
Public 75.7 47.4 63.2
Total 100.0 100.0 100

Source: CIT-HC. Excludes ginning by MALR of seed planting cotton and dawalib.

Efforts should be made by the GOE to break this impasse so that privatization of the entire ginning
industry can be completed. Perhaps the holding companies involved could agree to some dternative
requirement, in place of the land lease, as a way to avoid excess profit taking by the buyers. An
dternaive would be to require that the buyers reinvest al or a substantia portion of any receipts
obtained from the land sales resulting from gin dosings in the ginning industry or some related cotton
activity such as spinning, seed cotton pressing or acid ddlinting plants, or other agriculturd investments.

Figure 3: Market Shares of Ginning Companies, 1999-2000

20% 20%

@ El Arabia
El Nil

O Nefertiti
17% 16%  |ODelta
MISR
1% O El-Wadi

26%

65



Table 8-4: Market Shares of Ginning of Seed Cotton, 1994-95 to 1998-99

Type of Ginning 94-95 95-96 96-97 97-98 98-99 99-00
company

Publicly owned 74.4 73.8 75.2 64.7 60.1 62.8
Privately leased 25.6 24.5 11.1 1.6 0.9
Privately owned 0.5 13.3 335 38.7 36.5
MALR gin at Sakha N.A. 0.3 0.4 0.2 0.3* 04

Dawalib N.A. 1.0 N.A. N.A. N.A. 0.3
| Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Datafor 1994-95 through 1997-98 from Holtzman (6) Table A-2. Data for 1998-99 from CIT-
HC. *Edtimated. N.A. = Data not available but estimated to be less than one percent.

85 UD Bale Presses

To our knowledge no additional UD baes presses have been ingdled in Egypt in any of the ginsduring
the past year. Aninventory of the ginsrevedsthat there now are 13 UD pressesat the gins, two at the
Baraka repressing facility owned by the Modern Nile Group and four presses owned by MISR-
Mehala Spinning company (Tables4.1 and 4.2, 14). In addition, the old presses at 5 gins have been
modified to increase the density of the bales sufficiently to make them exportable!

The bae presses|ocated at the gins have the same daily capacity asthegins. A ginwith 60 sandsand
working a 16-hour day can gin about 850 kentar per day or 140,000

per season (165-day season). The 13 ginswith UD presses can thus gin about 1.8 million kentar ina
season (October 15-March 31). In addition, 4 of the presses|ocated at the gins plus the two presses
at Baraka are permitted to repress cotton of any variety. Thisrepressng activity can continue after the
end of the ginning season as long as exports continue. Thus, the UD presses now in Egypt at the gins
caneadly pressover two million kentars per season. On 29 April 2000, ALCOTEXA reported export
commitments thus far this season of 95,454 MT or 1,909,080 Kt., and not &l of this cotton will be
exported as UD bales. Thus, thereislittle need for more UD presses at current export levels.

31 Thereis now no legal requirement regarding the density of bales for exporting. A higher density than the
regular gin balesis needed to reduce shipping costs.
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9. SUMMARY OF SEED COTTON MARKETING

9.1 Saleshy Growers

Cotton changes hands severa times between the grower and the consumer. The first sale is by the
grower (Tables 9.1 and 9.2). Thisis the first round of sdes, or the first set of seed cotton market
transactions. Farmers sell their cotton either to private traders, at their local cooperative or at a

PBDAC sdesring. Tables 9.1 and 9.2 include the estimated sdles to the dawaliib of 30,000 Kts.

Table 9-1: Quantities of Seed Cotton as Sold by Growers, by Variety, 1999-2000

(Seed Kentar)
Variety Pbdac Rings Cooperatives | Private Traders Total

Giza 45 19,620 845 - 20,465
Giza70 322,156 105,827 105 428,088
Giza 88 9,359 9,359

ELS 351,135 106,672 105 457,912
Giza 86 516,693 349,614 47,689 913,996
Giza 89 727,073 303,916 40,296 1,071,285
Giza 85 431,268 170,245 60,440 661,953
LS 1675034 823,775 148,425 2,647,234
Giza 80 256,678 84,606 35,727 377,011
Giza 83 409,157 46,182 13,299 468,638
MLS 665,835 130,788 49,026 845,649
Total 2,692,004 1,061,235 197,556 3,950,795

Source: CIT-HC, Find report on deliveries to gins. Sdesto dawaliib estimated.

The decisons regarding how a grower sdlls his seed cotton are not al made by the grower. Private
traders determine what varieties of cotton they wish to buy and go to growers who produced those
varieties. If aprivate trader does not buy the seed cotton, then the grower deliversit to the PBDAC
ring or to the cooperative. Also, the cooperativesoperated in some, but not all cotton producing aress.
If the cooperdtive was buying cotton where the farmer lived, then he had a choice; otherwise he had
no choice but to take his cotton to the PBDAC rings. As shown in Table 3.6, most farmers had no
choice but to ddliver their cotton to the PBDAC ring. For instance, (Table 3.11) many farmers (41%)
sad they sold at the PBDAC rings, because they had received no other offers for their cotton.
Actudly, the PBDAC rings were meant to serve as the 'market of last choice for the farmer. The
introductionto Joint Ministeria Decree No. 1014 stated that the rings are established "for the producer
who doesn't receive any buyers or doesn't accept the prices presented to them” (see Annex 111).

AsshowninTables9.1 and 9.2, private traders purchased dmaost none of the EL S cotton directly from
growers this season. The main reason for this was that the expected deficiency paymentsfor the ELS
varigtieswere very large (see Table 2.3). The expected deficiency payments for Giza 70 were about
LE 24/Kt. and about LE 250/Kt. for Giza45. Traders weretold at the tart of the season that they

67



would not receive the deficiency payment if they bought cotton outsde of the officid markets, and
hence they bought very little of these varieties directly from growers.

Table 9-2: Market Shares of Seed Cotton Sold by Growers, by Variety, 1999-2000

Pbdac Rings Cooperatives Private Traders

Giza 45 95.9 4.1 0.0
Giza70 75.3 24.7 0.1
Giza 88 100.0 0.0 0.0

ELS 76.7 233 0.0
Giza 86 56.5 383 52
Giza 89 67.9 284 3.8
Giza 85 65.2 25.7 9.1
LS 63.3 311 5.6
Giza 80 68.1 22.4 9.5
Giza 83 87.3 9.9 2.8
MLS 78.7 15.5 5.8
Total 68.1 26.9 5.0

Source: Based on Table 9.1

Figure 4: Sales of Seed Cotton by Growers
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Privatetraders dso avoided the EL S varieties this season because many of them concentrated on saes
to the domestic spinning mills, rather than exports, and the domestic mills use very little ELS. Four
larger private trading companies bought Giza 70 mainly for intentions to export. This cotton was
acquired mainly through the PBDAC rings and some from cooperatives.

9.2 Ddiiveriesto the Gins

Seed cotton ddlivered to the PBDAC rings and to cooperativesis sold to public or private companies
who in turn ddliver it to the gins. Seed cotton purchased by brokers or private traders directly from
farmers may change ownership 1-3 times but amost dwaysisdelivered to agin by aprivate company.
Tables 9.3 and 9.4 provide asummary of ddiveriesto the ginsby private and public firmsby varieties.

Table 9-3: Deliveries of Seed Cotton to the Gins by Public and Private Sectors, by

Variety®
(Seed Kentar)
Variety Public Sector Private Sector Total

Giza 45 17,965 2,500 20,465
Giza 70 322,789 105,299 428,088
Giza 88 9,359 9,359

ELS 340,754 117,158 457,912
Giza 86 585,581 328,415 913,996
Giza 89 645,920 425,365 1,071,285
Giza 85 301,959 359,94 661,953
LS 1,533,460 1113774 2,647,234
Giza 80 144,168 232,843 377,011
Giza 83 242,453 226,185 468,638
MLS 386,621 459,028 845,649
Total 2,260,835 1,689,960 3,950,795

Source: See Table 9.1 ( Ddiveriesto MALR gin a Sakhaincluded in public total.)

Private traders bought very little cotton directly from growers but increased their market share
considerably this season by expanding their purchases from cooperatives.

The public sector companieswereforbidden from buying from private traders or brokersbut could buy
from cooperatives. However, the private sector purchased 65 percent of the cotton received by the
cooperatives.

% Table 9.3 does not include the 30,000 kts. delivered to dawalib or the 8575 Kts of Giza
88 which was ginned in the MALR gin.
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Table 9-4: Market Shares of Seed Cotton Purchased by Public and Private Sectors, by

Variety
Variety Public Share Private Share No. of Private Companies
(%) (%) who Delivered to Gins*

Giza 45 87.8 122 1
Giza 70 75.4 24.6 4
Giza 88 100.0 0

ELS 744 25.6 4
Giza 86 64.1 35.9 10
Giza 89 60.3 39.7 11
Giza 85 45.6 54.4 12

LS 57.9 421 12
Giza 80 38.2 61.8 9
Giza 83 51.7 48.3 8

MLS 45.7 54.3 10
Total 57.2 42.8 18

*No data available on varieties traded by 5 private companies and severa individuals.

The private companies purchased only about 1/4™ of the ELS cotton, but 42.1 percent of the LS
vaieties grown in the Delta and 54.3 percent of the cotton grown in Upper Egypt. This purchasing
pattern reflects the market outlook of the private traders. Overall, the private sector purchased 42.8
percent of the seed cotton.

The private trade shied away from the ELS varieties because they expected that exports of these
varieties would be low this season as a result of the export prices set on these ELS varieties. The
private trade was a o concerned with the large quantity of carry-over stocks from the previous three
seasons that were owned by the Government. Some private traders were concerned that the
Government might try to reduce these stocks and thus depress the prices of the ELS varieties. The
private trade placed a large emphasis this season on the domestic market and hence purchased
primarily the LS and MLS varieties. Thistopic will be addressed again in Chapters 10 and 11.

The CIT-HC reported the quantities of seed cotton ddlivered to the gins for 15 private companies,
induding EMEPAC. EMEPAC, since it handles the cotton used for producing multiplication seed,
trades every variety, thusit wasthe only private company whichtraded Giza45. El ArabiaGinning Co.
reported seed cotton receipts from three companies not listed in the CIT-HC reports. Hence, 18
private sector companies ddivered seed cotton to the ginsthis season but dataon the varietiesdelivered
by three smal companies were not provided. Figure 5 summarizes the total ddiveriesto the gins by
types of seed cotton traders.
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Figure5: Total Seed Cotton Deliveriesto Ginsbv Tvpe of Buyer
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Figures6 and 7 provide asummary of the market channels, primarily for seed cotton. Datafrom Tables
9.1t0 9.4 areused in producing thesefigures. In thesefiguresthe trades of EMEPAC areincluded as
privatetrades. Themarketing of lint cotton has not been completed at the time of thisreport and isthus
esimated. Data on exports are based on commitments as of 29 April 2000 but exports late in the
season were drawing from carryover stocks of previous years and thus, data on exports out of current
production is not available.

9.3 Comparison with Prior Seasons

A comparison of the 1999-2000 season with prior seasons, since liberdization and privatization was
started in 1994-95, isprovided in Table 9.5. This comparison indicates the mgor changesin the seed
cotton marketing system. Inthefirst round of sesthe cooperativesmadeamagor gainin market share,
mogtly at the expense of the PBDAC rings.

Total ddiveriesto the gins by the public sector declined from 72 percent last season to 57 percent this
season. EMEPAC showed an expansion of over 100 percent in market share. The addition of the
spinners to the seed cotton market is ggnificant. The private sector share of deliveries to the gins
increased significantly.

9.4  Deficiency Payments

In early February the MALR announced that payments under the deficiency payment program would
begin at the end of February. The MALR met with traders to explain the procedures and the
documentation needed. The MALR aso then announced that such payments could aso be made on
seed cotton purchases outside of the officid channels (at PBDAC, cooperative or EMEPAC rings) if
the trader could provide documentation on the variety and grade by CATGO grader, official
weight and ginning outturn tests, and that the official price had been paid.
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Table 9-5: Summary of Data on Market Channelsfor Seed Cotton Marketing and
Ginning, 1994-95 through 1999-00

(Per cent of seed cotton)

Market Channels 1994-95 [ 1995-96 | 1996-97 |[1997-98 [1998-99 | 1999-00
Direct from farmers
Traders-brokers 15 79 8* 6 5.0
Cooperatives 85 17 2 16 26.9
PBDAC rings 4 97.6 100 78 68.1
Delivered tothe gins
Public Trading Cos. 53.8 34.0 85.1 83.5 64 49.2
Public Ginning Cos. 8.0 6.8 14.9 9.2 8 3.9
Spinning Companies 4.0
EMEPAC 3 6.5
Private Companies 38.2 58.2 X% 6.5 25 36.3
DaWaI”b k% 10 k% . k% 01
Ginning
Public Cos. 744 75.0 75.6 64.9 60.4 63.0
Private Cos. 25.6 25.0 24.4 35.1 39.6 36.7
(own and lease)

Sources: (6, 7, 12,13) * Private traders sold 7.8 % at PBDAC rings. ** Lessthan 1 %

This decision on deficiency payments was a change from the announcements made early in the season.
Many smdll traders did not participate in the market this season, and some larger traders limited their
purchases outside of therings, becausethey had been led to believe that the deficiency paymentswould
have to be foregone with such purchases. Many such sdeswere made at lower than the officid prices.
Such sdeswould not qudify for deficiency payments. However, had the small trader known that
such deficiency payments could bereceived, in many cases he would have been willing to pay
thefull official price and then collect the deficiency payments. Asthingswere, the trader had
to offer alower priceto thefarmer to be ableto makeaprofit. Hence, farmers suffered thelower price
asaresult of this understanding and the private sector share of the seed cotton market was reduced.

Those who had bought cotton directly from farmers no doubt welcomed this decison. This was an
unexpected windfdl for them, but the trader who had been scared away from the market received
no compensation. Thischangein palicy isan exampleof theingability of the Government policiesthat
many tradersreferred to, and one of the mgjor causes of uncertainty in the market that has driven some
private traders out of the market.
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Figure 6: Estimated Market Channelsfor Seed and Lint Cotton, 1999-2000 Season
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Figure 7: Estimated Market Channelsand Sharesfor Seed and Lint Cotton, 1999-2000
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The totd codts of the deficiency payments are estimated to be between LE 59 and LE 61.5 million
depending upon whether the payments are made on al seed cotton produced or only that those sdes
through the officid channels (Table 9.6). The deficiency payment varieswith the variety, the grade, and
the ginning outturn (see Table 2.3). These estimates are based on the average reported ginning outturns
of the season (see Table 8.1) and an assumed average grade of Good +1/8". The program costswere
estimated under two assumptions. One assumption is that the deficiency payments will be made on dl
seed cotton, and a second assumption is that it will be made only on seed cotton sold through officia
markets (PBDAC rings and cooperatives). Actualy, as we now understand the procedures, the
payments are to be made on dl saes that can be properly documented in regard to variety, grade and
ginning outturn, which will result in atotal program cost some where in between these two estimates.

Table 9-6: Estimated Cost of Deficiency Payments Program

Payments on All Payments Only on
Seed Cotton Official Sales
Variety | Total Private | Average | Total Total Cost
Prod. Sales Payment | Cost % (OO0 LE) %
(Kts) (Kts) (LE/Kt) (000 LE)

45 20,465 0 254.8 5,214 8.5 5,214 8.9
70 428,088 105 25.14 10,762 17.5 10,759 18.3
ELS 448,553 105 15,977 25.9 15,974 27.2
86 911,996 47,689 20.02 18,258 29.7 17,303 294
85 641,953 60,440 11.02 7,074 115 6,408 10.9
89 1,069,285 40,296 6.98 7,464 121 7,182 12.2
LS 2,623,234 | 148,425 32,796 53.3 30,894 52.5
80 374,011 35,727 20.01 7,484 12.2 6,769 115
83 465,638 13,299 1141 5,313 8.6 5,161 8.8
MLS 839,649 49,026 12,797 20.8 11,930 20.3
Total 3,911,436 | 197,556 15.74 61,570 100.0 58,798 | 100.0

Sources. Production estimates from MALR

These estimates show that 8.5-8.9 percent of the payment cost isfor the deficiency paymentsonthe Giza
45 cotton even though thisvariety produced only 0.52 percent of thetota production on aquantity basis.
The estimates dso show that if the payments are extended to dl seed cotton, versusthe sdes at officid
markets, the increaseintotal payment cost will be no morethan an additiona LE 2.8 million, or lessthan
5 percent.

Private traders reported in mid May that the GOE had been making payments on the amounts due to

traders under this deficiency payment scheme. These payments are being made much later than
promised, but at least they are being made.
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9.5 Impact of the Deficiency Payments Program

The deficiency payments program alowed the private sector to participate in the seed cotton market in
1999-2000. This can not be disputed. Two years previous, 1997-98, the government had aso
announced seed cotton pricesthat exceeded export prices and that season aso announced adeficiency
payments program (See Ref. No. 3). However, that season the government required excessively large
deposits of prospective buyers at sales rings and did not give adequate assurances to traders that the
deficiency payments would ever be received®. Asaresult, most private traders remained out of seed
cotton market and the private sector share of the seed cotton market dropped to 5 percent (4). The
same would probably have occurred this year without this program.

Incomparison to 1997-98, the deficiency payments scheme this season was successful, congdering that
the private sector share of the market this season was 42.8 percent. But the program could have been
better administered. The threat of loss of these payments from purchases outside of the rings reduced
private participation in the market. The decision to allow deficiency payments on cotton
purchased outside of the official markets should have been made, and announced, at the start
of the season instead of at the end of the season. Thisfalure had mgor adverseimpactsparticularly
onthesmaller traderswho could not secureasaesring or could not contract to buy from acooperétive.

9.6 GradePrice Premiums

Asmentioned frequently in thisreport, therewere'officid table prices for seed cotton, for exporting lint,
and for lint sold domegticaly to the public spinners. Theissuance of these price tableswas not a new
phenomenon this season, it has occurred for many years, before and after the start of cotton market
liberdization. These tables not only establish the overdl price levels for seed cotton; they set the price
differentials between varieties and between grades.

The GOE has used the same grade differentids for dl varieties for many years, regardless of the price
level. For instance, the price differentialsfor each 1/8" grade of seed cotton have been LE 6/Kt. for
varieties, and at dl grade leves, for Giza 45, when it was priced a LE 1,000 per seed kentar, and for
alow grade of Giza 80, whichis priced aslow as LE 250/kentar.

How doesthe GOE determinethese price differentids? Thishasawaysbeen puzzling. In most market
Stuations the differentids between varieties or grades are determined by the interplay of supply and
demand. Theseforcesare not alowed to act in the Egyptian cotton market. We mentioned earlier that
many farmers do not even detect a connection between the quality of their cotton and the price they
receive. Either thepricedifferentiasbetween gradesaretoo smdl, or the reason for the price difference
IS not communicated to the grower. In ether case, he sees no reason to produce clean cotton.

% An official of Modern Nile reported that that company had not yet as of 15 May 2000 received any of the

deficiency payments due to them under the deficiency payments program for 1997-98 although the GOE has
officially acknowledged that such payments are due.
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What does the spinner do in thistype of market? He can look at the set of fixed prices facing him and
pick out the variety and gradethat hefed swill give him the best profit potentia, and buy that variety and
grade. If dl spinners made the same choice, then dl other varieties and gradeswould be left untouched
in the warehouses of thetraders. Or when the supply of thefirst choice variety and gradesare gone, the
spinners must then choose the second best variety or grade and buy until it isgone. And so on until dl
of the cotton is eventualy sold.

Withthistype of marketing the consumer (the spinner) does not get achance to indicate what he thinks
the value differences are between two varieties or between various grades. Theresult of thesefixed price
differentids by grade and variety isalack of communication between the spinner and the grower. The
spinner cannot tell the grower what good clean cotton isworth to him, so the grower doesn't know what
effort to place on producing clean cotton.

Neither does the current marketing and pricing system alow the spinner to indicate his choice of
varieties. A committee, asindicated earlier, now makesthe variety decisions.

Many of the private traders interviewed indicate that this committee meets with the traders and hears
thelr comments regarding how much should be produced of each variety, "but then does whatever it
wants anyway". In other words the trade fedls that the variety committee is not very responsive to
market conditions. The market must be freed of these predetermined price differentials before
it can pass information regarding preferences from the spinner back to the producer.

9.7  Priceand Non-price Competition

Very little price competition existed in the seed cotton market thisseason. All cotton sold at the PBDAC
rings or at the cooperative societies (95 %), was a the officid government prices. Privatetraderswere
free to pay the price they wished, but most reported that they paid a price that was close to the prices
in the officid tables. The officia price table was used as aguide for dmost every trader. The traders
of seed cotton can logically do little else than follow the table for seed cotton prices given the
deficiency payment scheme used and the fixed varietal and grade differentials set for lint
prices.

Sdes of seed cotton at the official markets are non-competitive. Traders are permitted to choose the
rings or the loca cooperatives a which they buy cotton. These traders observe the cotton in the local
areas before and during cotton harvest before they make their choices. Thus, the traders can try to
choose the better cotton. But no system existsfor competitive bidding for the most desirablerings. Each
ring is assigned to only one company and if there had been a second company who wanted to buy the
cotton in that ring their only dternativeisto buy directly from those growers outside of thering. This 2™
company could set up a private ring across the street from the PBDAC ring and offer to buy at a better
price, or could provide some other non-price servicesto thefarmers. Such activity wasdiscouraged this
season by the announcement that traderswould | ose the deficiency payment if they bought cottonin that
manner.

A trader who has been assgned aPBDA C ring hasthe obligation to purchase dl of the cotton delivered
at that ring and he must pay the officid table prices, but he no longer has any competitors bidding
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for that cotton. Thislack of competitive bidding at the locd level discourages sdes a the rings.
Because of thefixed, smal, price differentials between grades, the best Srategy for a grower with low-
grade cottonisto takeit to the PBDAC ring, but the best strategy for the grower with high-grade cotton
isto seek abuyer outsde of thering. Although dataare not availableto verify thiseffect, thisisthe result
that one must expect with this type of marketing system.

Isit not possible to permit cotton to be sold at auction at a local ring? Such options should
be examined.

Salesat cooperative societiesfollow much the same procedures. Private traders negotiate contractswith
the nationd leaders of the cooperative societies to buy cotton of certain varieties, and a specified loca
villages. The buyer can sdect the villages a which he will buy, but then must buy al of the cotton
ddivered at that loca cooperative and at the officid price. Again, no bidding occursfor individud lots.
Cooperatives differ from the PBDAC ringsin that the marketing charges are set by the cooperative, or
possibly in agreement with the buyer. The grading, weighing and testing procedures are the same as at
the PBDAC rings. The cooperative makesits own plan for payments. The cooperative usudly requires
adown payment from the buyer so asto obtain the capita to buy the cotton.

The main difference between the cooperative and the PBDAC ring isin the dlocation of theringsto the
private traders. The PBDAC rings are distributed among traders by a government committee (see
Chapter 4), whereasthe cotton delivered at the cooperativesis sold through private negotiation between
large buyers and nationa cooperative leaders. No price negotiation occurs in the alocation of the
PBDAC rings but some price negotiation occurs between the private trader and the cooperative officid.
The buyer may offer adight premium over the officid table price. Thisis as expected. This premium
isusualy inthe order of LE 1-2/Kt. abovetheofficid table pricesfor cotton of dl grades. Inthisrespect
the farmers may receive a higher fina price through the cooperative snce he may have less deductions
for marketing charges and deductions. Or, the cooperative may regp asmal margin (they may keep the
price premium) and add to the coffers of the cooperative.

On the other hand, the expansion of marketing through the cooperative system may lead to fewer and
larger private traders and greater concentration of trading. 1n 1999-2000 dl of the cotton sold by
cooperatives (27 % of the total) was sold to the 6 public companies and 8 private companies. All of
these 8 private companies were among the largest 11 companiesin theindustry. One trade between
one cooperative and one private trader involved 7 percent of all of the seed cotton in the
country. It gppearsthat smdl private companies may have difficulty buying seed cotton viathis method
and the farmer is till largely left out of negotiations.

Private traders were able to buy seed cotton at prices dightly below the officia prices because they
provided other servicesto the grower. They pad farmersthe full offered priceimmediately, which was
better than the record reported for PBDAC, and they usually furnished transportation of the cotton, and
the private trader did not deduct any charges for grading or weighing or other marketing costs. Also,
in some cases the farmer sold to the private trader to delay payments on loans he had with PBDAC or
a the cooperative society.
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9.8  Privatization of Cotton Trading

Sx large public trading companies remain under public control. Public officids answer inquiries
regarding the privatization of these companieswith responses about the debt of these companiesand the
excess employment problems. Hence, little has changed in the past year. The debt of these companies
isvarioudy reported a LE 4to5hillion. Thisdebt isnot duetoinefficiencies of thesetrading companies
but resulted when these companies carried out past GOE cotton price policies. Thisdebt isowed to the
public owned banks and could be transferred to the holding companies, paid with fundsfrom the national
treasury, or written off by the public banks.

Employment numbers reported are gpproximately 600-700 per company. These numbers have drifted
downward over time since these companies have not hired new staff in about 15 years. An early-
retirement program wasinitiated this year at Eastern and Alexandria Commerciad companies, and likely
by the other companies aswell.

There is little hope that these companies will ever be privatized, other than to let the employees teke
ownership. The only assats of these firms are the experience and contacts of their staff. For fiveyears
now the private sector has been hiring staff away from these companies.  Every private company has
former or retired public sector cotton trading or ginning company staff on their payroll. The mgor
demand for these public employees would come from new private companies.

The government's actions this season to retain 70 percent of the PBDAC ringsfor the public companies
was an obvious attempt to retain market share for these companies. Greater private market share
of the seed cotton market cannot occur until these public companiesare closed. Theonly likey
solution to this problem is smply closing of these companies and retirement of the staff or trandfers to
other public companies. The GOE should show action on this front by closing at least one
public trading company each year for the next 6 years.

Smultaneous operation of public and private trading companies results in difficulties for the market.
Operating and accounting rules are needed for public companies that must account for dl financial
operations. Hence these companies must trade at fixed prices. Fixed pricing is not the style of free
markets. Fixed operating and marketing margins do not exist in free markets. Private firms are then
accused of not following fixed seed cotton or export prices, but there is no need for them to do so.
Compstitionwill determine prices and resulting profits. So conflict continues over such operating rules,
a the ALCOTEXA medtings, and in the market. Such conflict will continue until al firms areprivatdy
owned, or public owned.
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10. DOMESTIC SALESOF LINT COTTON

10.1 Pricesof Lint Cotton

The GOE issues not only the officia prices for seed cotton at the farm gate but also atable of pricesfor
lint cotton. These are the prices to be paid by the public sector spinning mills. These prices are
equivaent to the export prices announced by ALCOTEXA minus the fobbing costs, which have been
st by the GOE at 10 centd/lb.

Table 10-1: Pricesof Lint Cotton Delivered to Alexandria Mills

(LE/Kt)

Grade G45 | G/0 ] G8 | G8 | G8 | G80 | G83
Good - /8" 494.69 307.30 277.32 266.08 254.83 232.35 232.35
Good 502.19 314.80 284.82 273.58 262.33 239.85 239.85
Good + 1/8th 509.69 322.30 292.32 28108 269.83 247.35 247.35
Good + 1/4 517.19 329.80 299.82 288.58 277.33 254.85 254.85
Good + 3/8t"s 524.69 337.30 307.32 296.08 284.83 262.35 262.35
Good/Fully Good 532.19 344.80 314.82 303.58 292.33 269.85 269.85

Source: CIT-HC, 25 September 1999.

Early in the season (October) the genera fedling in the trade was that there would be a domestic
shortage of cotton. The private traders reported that those privatized domestic spinning mills that hed
money availableto pay for cotton beganto buy lint from privatetradersand at premiumsover the officia
lint prices of up to LE 10/Kt. This action by the spinners encouraged private traders to buy outside of
the rings even though they expected to forego the deficiency payment.

10.2 Domestic Sales

Traditionaly, the public trading companies have been the suppliers of lint for the public sector spinning
mills In the pas, the holding companies usudly took responghility for filling the lint needs of the public
mills. Aswe saw earlier, four spinners bought seed cotton this season but the total purchases in this
manner was quite small; only 158,500 seed Kts. All of the private trading companies interviewed
indicated some sales to domestic spinners, in fact, many private trader s reported that the domestic
market istheir only market for lint. Asreported earlier, atota of 23 private companiesand afew private
individuas delivered cotton to ginsthis season but as of |ate February only 8 private firms had made any
export commitments. That means thet 15 private firms and some individuds will likdy sdll dl of their
cotton to domestic mills this season.

On 27 April 2000, ALCOTEXA reported deliveries to the domestic spinning mills this season of
2,403,222 Kts (120,161 MT). The private traders had purchased about 1.73 million seed kentar
(exdusive of thedawalib) which likely produced about two million kentars of lint. Export commitments
by the private sector asof that datetotaled about 15,413 MT (308,250 Kts,) leaving dmost 1.70 million
Kts. of lint in the hands of the private firms for domestic sdles. Data on deliveriesto domestic spinners
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indicates that by 26 February 2000 deliveries to domestic spinnersthis season had totded 1.95 million
kentars.3* Of thistotal, 1.08 million kentars (55.5 %) had been delivered by private traders.

Last season, (1998-99) the estimated sales by private traders to the domestic mills were 825,000
kentars but this season it will be more than twice that amount.  This dso means that the bulk of the
purchases by domestic spinnersduring thefirst haf of the 1999-2000 season were from private traders.

Private traders have not been sdling to al spinning mills, but only to a few-- those that have money to
pay for it. Most traders reported selling to the privatized spinners and those public spinnersthat arein
better financid condition, including Unirab, Alexandria S. & W., Amriya, MISR-Mehdla, Shebin El
Kom, and MISR-Iran. Many other domestic spinners do not have capital to buy lint because of
depressed domestic and export sdes, which has left many of them with dl of their capitd tied up in
inventories of unsold yarn and fabric.®

A mgor reason for this shift by the private sector to the domestic market is Smply the decline in the
exportsin the firgt haf of this season, which, in part was aresult of the ban on exportsin late October
1999, and a decline in international demand for cotton. Export commitments in the first hdf of this
season were below that of last season at the same date (see Chapter 11).

And profits fromexportsaredso lower. Last year many private traders made export commitmentsand
then the government changed the rules on the carrying charges, essentidly forgiving carrying chargesfor
two months (April and May) for the foreign buyer. This change produced an unexpected loss of 2
percent of revenues for the exporter. Thisislikely to be amgor share of the expected profits.

Most private traders reported that the main reasonsthey sold to the domestic traders this season were;
1) the premiums paid by the domestic spinners (premiums over and above the officid prices) and 2) the
speed with which they would receive payment from the domestic spinner in comparison to export saes.

Private traders also reported that when the ban on additional exports of Giza 85, 86 and 89 was
announced on 29 October 1999 the domestic spinners dropped their price premiums and also
discontinued their purchases of lint, and in fact the domestic spinners began to ask for discounts. The
loca spinnershad apparently concluded that the ban on exportswoul d keep the cotton ins de the country
and hence the possibility of adomestic shortage of lint had disappeared.

3 Cotton, amonthly publication of the CIT-HC. February 2000 issue.

% One public trading company official stated that the public trading companies are no longer permitted to sell
cotton to the public spinning mills on credit terms. Thisisareversal of past policies when public trading
companies were ordered by the holding companiesto sell to the spinning mills.
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11. EXPORTSOF LINT COTTON

11.1  September-December, 1999

Exports of lint during the 1999-2000 season followed a different pattern from that of the previous
season. Total export commitmentsin the 1998-99 season were 108,405 MT, or 2,168,000 Kts. with
total commitmentsat 97 percent of thetotal by week 26. Thisseason, commitmentstotaled 65,800 M T
a the end of week 15 (1 January 2000) but then came a spurt of commitments giving atota of 95,500
MT by 29 April 2000.

At thisdate, (15 May) it gppears that export commitments may continue through the summer.

A mgor contributor to this pattern of export commitments is the price.  Throughput 1999 prices
declined, primarily dueto the sharp increase in output of USPima. Preliminary data on the area planted
to Pimain the USA showed an increase from 260,000 acresin 1998 to 318,000 acresin 1999 (22 %).
The find USDA egtimate of production of US Pimain 1999 was 695,500 bales versus 442,300 bales
In 1998, a 57 percent increase in production. Pima production in 1998 was exceptiondly low due to
cold westher a planting time.

However, US Pima exports had not suffered the decline experienced by Egyptian exports. US Pima
exportsthrough 24 February 2000 were 356,200 balesfor this season compare with 288,600 balesthe
entire previous season. The US had exported 23 percent more Pima than the previous season while
Egyptian exports had declined by nearly 20 percent. Clearly, US exports increased as a result of
comptitive pricing.

Figure 8 shows that the price of US Pima, the main competitor of Egyptian EL S cotton, had declined
congderably from September 1998 to September 1999. Whenthe ALCOTEXA committee set export
prices in September 1998 the US Pima price was 120 cents/lb. However, in August 1999 the price of
Fima had dropped to 94 centg/lb., a drop of 26 cents or 22 percent, but ALCOTEXA lowered the
export prices for the 1999-2000 season by much less. It reduced the price of Giza 70 by 15
cents/lb.(from 117 to 102), which was 13 percent, but the price of Giza 86 was decreased by only 6
cents (from 100 to 94), or 6 percent and the other LS varieties were dedlt with in asmilar fashion.

Exportswere dedt an additiona blow when additional commitmentsfor export of varieties Giza-86, Giza
89 and Giza 85 were banned by the GOE on 29 October 1999. Export commitments at that date were
59,979 MT. Most private traders expressed the opinion that this ban was apoor decision on the part
of the GOE, particularly because of the impression it makes on traders throughout the world. Such a
decison tells buyers that the Egyptian market is clearly not afree market but is controlled by the GOE.
Mogt privatetradersfed that the GOE should have used pricesto attain their objectivesingtead of aban.
If the Government wanted to reservethelocally produced lint for thelocal spinners, it should
have increased the export pricesinstead of placing a ban on exports.

82



Figure8: Price of USPima, Grade 3, North Europe, March 1997 to April 2000
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11.2  January-April, 2000

The price of US Pimabegan torisein January 2000 (SeeFig. 8). Alsoin January ALCOTEXA offered
some price discounts of 1-3 cents/lb. for early shipments beginning 1 February 2000 (see Chapter 13,
page 75). Export commitmentsincreased condderably during the next three months. Whether thiswas
aresponse to the discounts for early shipments or aresponse to theincrease in the price of USPimais
impaossible to tell, but the increase in the price of US Pimawas much gregter in reative magnitude than
were the shipping discounts.

On 23 April 2000 ALCOTEXA issued a notice that the export ban on Giza 86, 89 and 85 was lifted
(See Annex 1l). At that date the uncommitted stocks of these varieties was about 580,000 Kts (29,000
MT). Thisdecison hassevera implications and interpretations. The originad ban had been put in place
by the GOE and hence thisreversd of policy must have been adecision of the GOE. The origind ban
on exports of these varieties was put in place to protect the supply of lint of the domestic spinners, or
lower their lint cost. There had gpparently been adeclineinthe demand for lint by the domestic spinners,
or achangein policy by the government removing protection of theloca spinners. Exports by domestic
spinners had declined this season due to world competition and hence the local needs for lint had
declined. But it isinteresting to Soeculate regarding the policy of the GOE in regard to protecting the
supply or pricesfor the locd spinners. Hasthis policy redly changed? Andif so, why?

Thisreversdl of policy adso had implicationsto the exports of other varieties. Congderable concern was
shown by the public trading companies in trying to reduce the carryover stocks, particularly of Giza70.
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Giza86 issmilar to Giza 70 in soinning qualities and hence new saes of Giza 86 may be a the expense
of the carryover socksof Giza70. We do not imply that the ban should not be lifted, only that thelifting
of the ban has many implications and impacts.®

During the first week after this ban was lifted (week 32), new export commitments totaled 4,300 MT
(86,000 Kt.). Of thisamount, 806 MT was EL S and the balance was of the varieties that had been
banned, with 3,170 MT of Giza86. And, on 30 April ALCOTEX made the firgt price changes of the
season. The price of Giza 70 wasincreased by one cent/Ib. and the prices of the three varieties that had
been banned (G-86, 89 and 85) were increased by 2 cents/lb. The bulk of the late season sales were
of Giza 70 from carryover stocks from the seasons of 1996-98 through 1998-99 held by the public
companies. Export commitmentsof Giza 70 between 1 January and 29 April had totaled 433,000 Kts.
(21,650 MT).

At the end of week 32 (29 April 2000) total export commitments had reached 95,454 M T (1,909,070
Kt.), which was gpproximately 42 percent of total production thisseason. However, someof the export
commitments for ELS varieties are being filled from carryover stocks. Thisis obvious since the export
commitmentsof Giza70 on 29 April exceeded the 1999-2000 production by 133,000 Kts. Thus, only
39 percent of the season's production had been committed for export.

Eight private exporting firms had made commitmentsto export 15,812.5MT or only 17 percent of total
exports. Thiswasasubstantia declinein market sharefor the private sector (Figure 9) compared to last
season.  The decline in export share for the private sector can be largely explained by the increase in
profitability of domestic sales versus export sales as discussed in Chapter 10 and the late season sdles
of carryover stocks of Giza 70 which were practicaly al owned by the public exporters.

As dtated earlier, some reduction of the carryover stocks has been achieved, but much remains. Inlate
March 2000 the public trading officidswere optimistic that export sdlesof Giza70 will continue. These
traders reported that their perception of the situationisageneral worldwide short supply of high-grade
cotton and rising prices.

These traders dso reported that when the early-shipment discounts expire a the end of April
ALCOTEXA would re-examinethe carryover socks situation and consider additional action to reduce
these carryover stocks. Possible actions include; 1) a reduction of prices, 2) a reduction in the
exportable grade from Good + 3/8" down to Good + 1/4 or even as low as Good, 3) a cancellation
of carrying charges which will start on 1 May, or, 4) "spot lot" sales of the low grades®

% This notice issued by ALCOTEXA of thelifting of the export ban also specified that the export commitments
of these varieties should include the name of the spinner. This requirement would perhaps yield some
interesting data but it is probably impossible to enforce and hence would not give an accurate picture. Buyers
may consider this an infringement on their selling practices.

3" These comments by the public traders reveal that ALCOTEXA istill viewed by many as an arm of the
Government rather than as an independent agency.
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Table 11-1: Export Commitments by Week, Mid to L ate Season, 1999-2000

(alvarieties)
New Commitments Total Commitments

Mar ket Week Week Ending: (MT) (MT)
15 January 1 272.0 65,794.13
16-17 January 15 1,145.95 66,940.08
18 January 22 1,318.75 68,258.83

19 January 29 5,795.05 74,053.88

20 February 5 767.07 74,820.88

21 February 12 1,464.1 76,285.05

22 February 19 928.6 77,213.65

23 February 26 647.0 77,860.65

24 March 4 3,095.0 80,955.65

25 March 11 4,248.5 85,199.15

26 March 18 937.0 86,136.15

27 March 25 1,310.6 87,446.75

28 April 1 2,355.2 89,821.95

29 April 8 651.0 90,472.95

30 April 15 305.0 90,777.95

31 April 22 361.6 91,152.55

32 April 29 4301.0 95,453.55

Sources ALCOTEXA

Figure 9: Private Sector Share of Total Exports, 1995-96 to 1999-2000
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On 14 May ALCOTEXA increased the price of Giza 70 by 2 cents Ib. but lowered the exportable
grade of both Giza 70 and Giza 76. The reduction in grade wasintended to facilitate the exports of the
old carryover stocks. This stock situation is further complicated by the fact that the bulk of the stock
of Giza 70 was produced in 1998 and is of low micronaire and low maturity. The carryover stocks of
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Giza 70 from the 1998 crop were 742,677 Kts. on 1 September 1999. Some unknown fraction of
these stocks has been sold, but much of what dill remains may not sell without aheavy discount.® The
Increase in price was no doubt stimulated by the recent increasesin the price of US Pima (See Fig. 8)
and the recent spurt in exports of Giza 70.

Carryover stocks of Giza 77 and 76 are not as large or as worrisome as the stocks of Giza 70.
Carryover stocks of Giza 76 were 75,000 Kt. on 1 September 1999 and had declined to 57,184 Kts.
by 18 March 2000. Stocks of Giza 77 had been 320,000 Kts. on 1 September 1999 and were
228,221 Kts. on 18 March 2000. These stocks are of good qudity and public traders believe these
varieties are properly priced and will now sdl with little difficulty, with the increase in the price of Pima.

3 See aforthcoming assessment of these carryover stocks of Giza 70 by APRP/RDI.
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12. IMPORTSOF LINT COTTON

Egypt hasfrequently imported cottonin the past (13, page 65). |mportswere necessary in some Seasons
to meet the needs of domestic spinners. In other seasons Egypt has found it profitable to export its
higher quality, EL S cottons and import chegper, shorter staple cottonswhich fill the domestic demands.
Unfortunatdy, many of the domestic spinners have not kept their factories up to date. Hence, they
cannot make high count yarn from the high vaue Egyptian cotton.

Because of the smal size of the cotton crop last year and again this season, and the extremely low
internationa cotton prices, various parties in the cotton trade have been consdering and some even
importing lint cotton to Egypt in recent months. The chairmen of two holding companies (SWRMC-HC
and TMT-HC) initiated actions in January 1999 to import lint cotton for their spinning companies.
Contracts were eventualy signed to import 16,000 MT (320,000 Kt.) of Greek lint cotton. The fina
cost was about 51-53 cents/lb. (cif Alexandria) and atotal cost to the spinners, after fumigation andloca
customs duties and transport of about LE 250/kt.

Spinners have indicated that various suppliers had imported cotton from both Syriaand Sudan. It was
reported that the Sudanese cotton had been imported without proper fumigation and certification and
was being sold as cotton waste at about LE 240-250/Kt. No efforts have been made to learn the full
details on these imports.

The depressed world cotton market in 1999 had resulted in decreased export salesfor most domestic
spinners. In early 2000 many spinners were operating far below capacity. Only the privately owned
spinners and better public spinners were operating at or near full capacity. Exportsfor the 1999-2000
season were aso far below the previous season. As a result, the demand for lint had decreased
substantidly and carryover stocks from the small 1999 crop were being anticipated.

Early in the 1999-2000 season the domestic spinning millswere cong dering importsto reduce lint costs.
Spinners were offering small premiums on Giza 80 and 83, but were unwilling to buy the higher priced
varieties, such asGiza85, 86 or 89. They were consdering imports of low qudity lint. By mid-season
many domestic spinners were having difficulty sdling their inventories. Their capital wasbecoming tied
up in inventories, and many spinners did not have the capita to buy lint. Asaresult, total consumption
of lint by domestic spinnerswill likely decline sharply thisseason. Thus, what appeared to be ashortage
Stuation at the start of the season may end up as a surplus Stuation by the end of the season.

InMay 2000 the TMT-HC announced atender for 20,000 M T (400,000 Kt.) of upland (short staple)
cotton. At thisdate there remainsacons derable quantity of uncommitted Egyptian stocks, S0 it gppears
that theloca spinnersprefer to buy lower cost cotton than the Egyptian varieties. Thisisprobably awise
decison. Themillscannot pay high pricesfor Egyptian cotton to produce goodsthat they cannot export
and hence should seek the chegpest lint avallable to manufacture goodsfor thelocal market. Short steple
cotton had been very reasonably priced for several months.
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13. FINANCING OF THE COTTON MARKETS

There are two important agpects to the financing of cotton marketing; the availability of capitd and the
finance charges. Cotton marketing is a cgpitd-intensve activity. The totd vaue of the cotton crop is
large. Thetotal farm gate value of the seed cotton crop this season was estimated at LE 1.3 billion. The
private sector share of thistotd was LE 570 million, or 44 percent. Thisvaueincreases dueto ginning,
trangportation costs, CATGO charges and other handling costs. These costs, a LE 50/lint kentar, add
ancther LE 225 million giving atotd vaue of the lint cotton of LE 1.5-1.6 hillion.

Joint Ministerial Decree No. 1014 stated that the CIT-HC would provide an advance payment to
PBDAC to establish the buying circlesand theinitia capital needed to purchase cotton. Thedecreedso
dates that the buyers will provide the financing needed to buy the cotton as it is received at the rings.
The decree a so Sated that adeposit of 8 percent of vaue of the cotton at the rings should be made with
PBDAC a the start of the season. We weretold that PBDAC reduced this requirement to 5 percent.

LE 1.3 billion was needed to pay the producers when they brought their cotton to market. Who
furnishesthis capitd? The four public banks, MISR, Cairo, Alexandria and Nationd, furnish the bulk
of thiscapital. All of the public trading companies are financed by these public banks. It was learned
that PBDAC provides no financing of the cotton market operations and very few private firms receive
any financing from any private banks. Intota, private banks financed perhaps only one or two percent
of the cotton trade, with the exception of Al Watany Trading Company which ismost likely financed by
the Al Watany Bank.

Most of the mgor (top 14) private sector cotton trading companies receive the bulk of ther financia
backing from the public banks under the same arrangements as the public companies. An officer of the
MISR bank in Alexandria discussed with us the arrangements for financing the cotton crop. A buyer
who isbuying seed cotton through aPBDAC ring or cooperative is expected by the bank to providefull
financing for the payment to PBDAC or the cooperative for the first delivery of cotton. PBDAC
required payment in full for al cotton before it was released for trangport to the gin. When this first
ddivery isa the gin, the bank then uses that cotton for security and will loan up to 100 percent of its
value, which the trader can useto pay for the 2™ shipment, etc. Weigh-hills from the gin were required
as documentation. Actudly the public banks sometimes authorize overdrafts of as much as 20 percent
to pay for the additiona marketing costs such as ginning, trangportation costs, and sacks, etc. Thebanks
base thevaue of the cotton onthe ALCOTEXA export prices, after ginning. Thisprocedureisfollowed
whether purchasing of the cotton outside of the rings, in the rings or at cooperatives. Such loans are
good for onefull season to dlow for exports. The buyer was required to obtain gpprova from the bank
to e the cotton, since the cotton was the security for the loan. Early in the season the interest rates
were 13-14 percent for both public and private traders. With this system, the financid limit depends
mainly on the value of the cotton at the gin, not on the customer.

Bankswill only release cotton from their warehouses, or other warehousesfor which they hold thekeys,
when they receive bank drafts for local sdes or letters of credit for export sales.
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The mgor private companieswere asked if financing wasalimit to the sze of their operationsand where
or how they obtained financing for their operations. A smal number of the larger private cotton trading
companies had a shortage of financid backing. The only large private tradersthat fal in this group are
those traders who have had losses in previous seasons and owe the banks for past osses.

Mog of the samdler privae traders have financid difficulties. Many large private traders provide
financing for the traders or commission brokers that buy for them. Twenty percent of the small traders
reported receiving financia backing by a large private trader and five percent from a public trading
company. However, the smdler locd traders who are buying directly from the farmer must provide
amog dl of their own capitd. Few of these brokers have any financia assstance from others. Their
volume is saverely limited by their own capital and is dependent upon their ability to quickly turn their
inventory. Inasurvey of amdl traders (Chapter 6) these traders report that they would expand their
volume by afactor of threeif they had adequate capitd. Fortunately, the first round-buyer can usualy
turn hisinventory quickly and get back out into the local market to turn over his capital severd timesin
one season.

But the trader who ddivers the cotton to the gin and markets it as lint with local spinners or foreign
buyers has his capita tied up for a considerable period of time. The trader who can complete his
transactions of buying and sdling in less than 6 monthsis lucky. Buying of seed cotton begins about 1
September and ginning is usualy completed by 15 March, a period of six and a haf months.  Export
salesare not completed until ddivery iscompleted, whichmay beupto 10 or 11 months. Thus, dthough
abank may provide the capita needed to operate, the financial charges become a substantial cost item
in the market bill.

When estimating their marketing costsfor seed cotton, trading companiesinclude the finance chargesfor
up to 6 months. Thisisasizeable cost with current bank interest rates of 13.5 percent. In the case of
cotton exports, it had been a standard practice for many years that aforeign buyer of Egyptian cotton
was expected to pay carrying charges of one percent per month on the value of cotton not delivered by
March 30. Last season the GOE changed this policy to delay these carrying charges until the end of
May. Thiswas done to stimulate demand, but the result was that foreign buyers delayed ddlivery of
cotton they were dready committed for and dragticaly increased the financid costs of the exporting
companies. Thetota value of thelint cotton exported last season was about US $200-225 million. The
monthly carrying charges on this vaue of cotton should have been about US $ 2-2.25 million.

To counteract thiseffect, the ALTOTEXA Management Committee, at its meeting on 16 January 2000,
decided to offer discounts for early shipment for the 1999-2000 season contracts on varieties Giza 45,
70, 76 and 77 (EL Svarieties). A 3-percent discount was offered for shipment in February, a 2-percent
discount for shipment in March and a 1-percent discount for April shipment. This discount wasaimed
primarily a Giza 70.
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